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A Personal Matter... 


Just as there are many types of people, there are many 
types of investors. Some have substantial amounts to 
invest ... many more have medium amounts. Some are 
familiar with the basic elements of sound investment, 
others have had little experience . . . or, in fact, no experi- 
ence at all. With some, safety is a chief concern, others 
regard income as more important, and an increasing num- 
ber are interested in acquiring sound securities with growth 
possibilities. 

All this really means that no two people have exactly 
the same investment problem because no two requirements 
are exactly alike. But despite many differences there is one 
thing common to all investors . . . it is that every person’s 
investment problem is a very personal matter .. . a subject 
that he doesn’t care to discuss with just anyone but, 
nevertheless, a subject on which he will often welcome 
experienced help. 

That is the kind of help which we can provide . . . and 
have been providing for many years. It may be the kind 
of assistance you would like to have. If so, we invite you 
to get in touch with us personally . . . by dropping in at 
any of our offices . . . or if more convenient, by mail. 
Either way, you'll be most welcome. 


A. E. Ames & Co. 
Limited 


Business Established 1889 


TORONTO MONTREAL NEW YORK LONDON, ENG. VANCOUVER VICTORIA 
WINNIPEG CALGARY LONDON HAMILTON OTTAWA KITCHENER ST. CATHARINES 
OWEN SOUND QUEBEC BOSTON, MASS, 
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We offer Retirement 
Savings Plans with 
many advantages for 
you in planning for 
your retirement. Write 
for our booklet 
“Pensions For All”. 


DEPOSITS EXEMPT FROM INCOME TAX... 


(Plans subject to Government approval after Income 
Tax Act amended as announced by the Finance Minister.) 
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THE CANADA TRUST COMPANY 


PENSION TRUST DIVISION 
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CANADA’S FIRST BANK 


WY GANK 


TO 2 MILLION CANADIANS 


CHARTERED ACCOUNTANT 
LIFE UNDERWRITER 

LEGAL COUNSEL 
CORPORATE EXECUTOR 


Sooner or later all members of this 
team will be called on for advice 
and counsel. 

Particular skill is required where a 
family business or a private company 


is 
National Trust =. > always ready 
to co-operate wing on a vast 

i 4 estate adminis- 


tion. 
Our trust officers will be glad to 
contribute at any time to discussions 
on this important subject. 
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P. J. SANDIFORD 

Many articles which have been 
published on operations research, 
though they have aroused curiosity 
about this newly developed staff 
function, have either failed to fulfil 
the basic need for information or 
have been too complicated for the 
busy executive to take time to read. 
While we crave the indulgence of 
our readers for the length of 
“Operations Research in Canadian 
Business” by Peter J. Sandiford, we 
feel that the author has, in this case, 
made an extremely worthwhile and 
comprehensive study of his subject. 
In addition to explaining what is 
meant by “operations research” and 
relating it to the company structure, 
he has presented a number of ab- 
breviated case histories which we ven- 
ture to suggest are what most execu- 
tives want. As important is the fact 
that he has clarified the techniques 
and described the problems of opera- 
tions research in non-technical lan- 
guage. There seems little doubt that 
this new concept is becoming a grow- 
ing development in the field of busi- 
ness management and this first article 
ever to be published in The Canadian 
Chartered Accountant should help to 
clear away much of the confusion 
which surrounds the subject. 

Dr. Sandiford, who received his 
Ph.D. in physics in 1952 at the Uni- 
versity of Toronto, is a member of the 
management advisory services staff of 
Price Waterhouse & Co. of Toronto. 
He was formerly associated with the 
Hydro-Electric Power Commission of 
Ontario as chairman of the operations 





research team. He is a past president 
of the Operations Research Society of 
Toronto, vice-president of the Can- 
adian Association of Physicists and 
holds membership in a number of 
other technical associations. 


T. E. MUNFORD 

The article “The Role of Communi- 
cations in I.D.P.” is a forward looking 
analysis of the part that communica- 
tions can play in an integrated data 
processing program. According to the 
author, communications are ideally 
suited for use in the interchange of 
data and may be considered the 
bridge connecting those points where 
data originates and where it is to be 
used or processed. Accordingly, many 
units of business machine equipment 
have been developed with the specific 
purpose of facilitating the interchange 
of data via communications circuits. 
While other means of transporting 
data exist, the emphasis in this article 
is placed on explaining how the facil- 
ities, techniques and services offered 
by Canada’s communication com- 
panies lend themselves to the inter- 
change of data. 

T. E. Munford, who is technical 
supervisor with the planning and 
methods group, communications de- 
partment, Canadian Pacific Railway 
Company, has been responsible for 
exploring the function of communica- 
tions in data processing and in de- 
veloping specific equipment. He is a 
graduate of the University of Toronto 
with a Bachelor of Applied Science 
degree in engineering physics. Before 
joining the C.P.R. in 1947, he was as- 
sociated with Dominion Electrohome 
Industries Limited in the develop- 
ment of radio circuits. 


L. J. MILLS, F.C.A. 


“The Organization and Operations 
of Canada’s Postal Services”, based on 


Continued on page 478 
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‘*. . . then he tried to take inventory without a Friden” 


Choose from fourteen Fridens that anyone can operate. 
Speed up all your figure work with a Friden calculator. The 
Friden has more automatic features than any calculator sold in 
Canada—time-saving features that make accuracy automatic. It 
calculates automatically, figures decimal places and clears auto- 
matically after each calculation. 
Reduced operator decisions save fi : fl 

you time and money. ie e Nh 


FIGURES FASTER 











See how Friden can speed your 
figure work. Write or phone for 
a remarkable 15 minute 
demonstration. No obligation 
of course. 


Sales and Service across Canada 


JOSEPH McDOWELL SALES LTD., CANADIAN DISTRIBUTORS, 992 BAY ST., TORONTO 
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G & T Store 
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an up-to-date report and first hand 
experience, will perforce be of interest 
to all our readers. While some may 
not agree with the author’s viewpoint 
on an efficient, economical operation, 
they will undoubtedly think seriously 
about the size of this public service, 
handling as it does 3% billion pieces of 
mail each year, 49 million money 
orders and running a savings bank 
with $35 million on deposit. In pre- 
paring the article, L. J. Mills has not 
failed to mention what the Depart- 
ment is doing in the way of research 
and development with electronic 
equipment and how it is continually 
working on modern time studies for 
the improvement of its operations. It 
is interesting to note that paid money 
orders are audited and filed in Ottawa 
within 3 to 4 weeks of the date of 
payment, regardless of where they are 
paid in Canada. 

Mr. Mills served as director of fi- 
nancial services, Post Office Depart- 
ment in Ottawa from 1948 until 1956. 
From 1945 to 1948 he was financial 
adviser to the Deputy Minister of 
Veterans Affairs. He received his cer- 
tificate in chartered accountancy in 
1933 and was made a Fellow of the 
Institute of Chartered Accountants of 
Ontario in 1956. He was recently 
appointed assistant comptroller, rev- 
enues, of the Canadian National Rail- 
ways in Montreal. 


F. W. HALLONQUIST 

Business interruption insurance has 
been approached with certain mis- 
givings and many people view it with 
an air of mystery. .At one time this 
type of insurance policy was rather 
hard to read and somewhat difficult to 
interpret, but over the years these 
policies have undergone many 
changes to keep pace with the re- 


quirements of modern business. In 
Continued on page 480 
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(fast and economical,too]) 


Noted for its speed, accuracy and resulting cost savings, 
the Burroughs Sensimatic can take on any assignment in 
your accounting system and whip through it on the double. 


Secret of this proved mastery is the exclusive sensing 
panel that makes the Sensimatic the most versatile 
accounting machine you can buy. Just a flick of the knob 
gives you a choice of four jobs. And your Sensimatic auto- 
matically zips through the chosen procedure, makes 
decisions for the operator, sharply reduces any chance of 
mistake. To handle more jobs, you just insert another 
of the interchangeable sensing panels. 


Because the Sensimatic is so fast, so error-free, it quickly 
pays for itself in time and effort saved. And there’s no 
obsolescence. To change your accounting system, you 
merely change sensing panels. That’s all. 


For a complete—a convincing—demonstration, see the 
Sensimatic in action at our nearby branch. Six series, 
2 to 19 totals, to choose from. Burroughs Adding 
Machine of Canada, Limited. Factory at Windsor, Ont. 


“Burroughs” and “‘Sensimatic’’— Reg. TM’s. 


BURROUGHS SENSIMATIC ACCOUNTING MACHINES 
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“GRAIN ACCOUNTING 
IN CANADA" 


A brochure containing reprints 
of five articles on accounting 
procedures in Canada's western 


grain industry. 


This booklet deals with the control 
methods involved in the physical 
handling and marketing of grain, and 
five Canadian chartered accountants, 
highly experienced in this field, have 
prepared a valuable study for those 


connected with the grain trade. 


$1.25 per copy (single copies) 
$1.00 per copy (25 copies or 


THe CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 
69 Bloor Street East 

Toronto 5, Ontario 


Please send .. . copies of “Grain 
Accounting in Canada”. Enclosed is 


a cheque for $. 
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“Business Interruption Insurance”, 
F. W. Hallonquist outlines what are 
the determining factors of a business 
interruption claim and discusses some 
of the methods of coverage which are 
available to meet loss of earnings dur- 
ing a period of interruption. Accord- 
ing to the author, this type of policy is 
an effective instrument of protection 
against possible loss of future earn- 
ings arising from physical damage or 
other hazards. 

Mr. Hallonquist is vice-president of 
Marsh and McLennan Limited in 
Vancouver, an international insurance 
brokerage firm, with whom he has 
been associated for the past 20 years. 
He was formerly with the British 
Columbia Underwriters Association. 


EDITORIAL 

It is unfortunate that the public is 
not as widely informed as it should 
be on all that the chartered account- 
ant stands for. There seems to be a 
misunderstanding, also, unwittingly 
fostered by members of the profession 
themselves, when they describe the 
qualified chartered accountant as hav- 
ing a “degree” in accountancy. In 
“What the C.A. Certificate Means”, 
Frank H. Buck presents an analysis 
of the principal factors lying behind 
the granting of a C.A. certificate. He 
examines the meaning and differences 
between this certificate or designation 
and those of an academic degree. 

Mr. Buck is registrar of the In- 
stitute of Chartered Accountants of 
Ontario. He was formerly Professor 
of Political Economy at the Universi- 
ty of Toronto and his past experience 
also includes two years as assistant to 
the manager. Terminal Warehouses 
Limited, Toronto. He obtained his 
certificate in chartered accountancy in 
1941 and was made a Fellow of the 
Institute in 1953. 
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YING 100 MUCK 
INVENTORY ? 


“Automating” your office procedures 


~ 


might provide the answer 


Automation of office paperwork is on large inventories, but by speeding 
now a practical means of controlling work, reducing errors, making new 
the problem of excessive inventory. employees unnecessary as business 
Every day—instead of every 2 weeks expands, improving employee morale. 
—you can have at your finger tips the Moore makes no ADP machines— 
figures showing “how much is where” simply analyzes your problem... 
...thus speeding deliveries, reduc- plans the proper system for your busi- 
ing shipping costs, tightening the ness...designs and manufactures 
whole sales operation. forms needed for maximum efficiency. 


Moore Business Forms (the largest 

company in its field) has developed 

procedures with Automated Data 

Processing—or ADP—which have 
proved of value to both small busi- 
’ nesses and large. 


Moore has helped every type of 
company through improved forms- 
systems. Over 300 offices and fac- 
tories throughout Canada, U. S., 
Mexico, Caribbean and Central Amer- 
ica to serve you. Call the Moore man 
ADP contributes importantly to today, or write Moore Business Forms 
profits ...not only by cutting down Ltd., Toronto or Winnipeg. 


36" 
oe 

MOORE BUSINESS FORMS quo 
Division of Moore Corporation, Limited +» A Canadian Company Ltd \ 
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NOTES 


Ontario Corporations Tax 


Ontario corporations will apparent- 
ly have to pay 2% more tax than corp- 
orations in other provinces, accord- 
ing to CCH Canadian Limited, re- 
porters of tax matters. They will pay 
a 36% federal tax, plus 2% old age 
security, plus the new 11% provincial 
tax, an aggregate of 49%. Corpora- 
tions in other provinces pay at a 
maximum rate of 47%. In Quebec 
the rates are 36% federal, plus 2% old 
age security, plus 9% provincial tax. 
In the remaining provinces, no pro- 
vincial tax is levied and the federal 
rate is 45% plus 2% old age security 
tax. 


Debt Survey Issued 

Publication has been announced by 
the Investment Dealers Association of 
its annual booklet compilation of the 
outstanding funded debt securities of 
the federal and ten provincial govern- 
ments, and issues of organizations 
(including municipal and _ school 
bodies) guaranteed by these adminis- 
trations. Designed for both dealers 
and investors in such securities, this 
handbook provides spaces for enter- 
ing new issues made during the cur- 
rent year. 


C.LC.A. Council Meeting 

The C.I.C.A. Executive and Coun- 
cil of the Canadian Institute held 
their main business meeting from 
May 25 to 28 at the Alpine Inn, St. 
Marguerite, Quebec. 


Research Program Outlined 

The attention of readers is drawn 
to pages 526-9 of the Accounting Re- 
search department in which the re- 
search director has outlined the 
current research program of the Can- 
adian Institute of Chartered Account- 
ants. 


To Firms and Sole Practitioners 

In the early part of last month, 
cards were sent to all firms and sole 
practitioners for their geographical 
listing in the new 1957-58 edition of 
the Directory of Canadian Charter- 
ed Accountants. CCH Canadian 
Limited report that a number of the 
cards have not yet been returned. 
Those who have not yet mailed their 
cards are urged to do so at once. 


Scottish Institute 

At the annual general meeting of 
the Institute of Chartered Account- 
ants of Scotland held on March 27, 
James T. Dowling, C.A., of Glasgow, 
was elected president for 1957-58. 
Vice-president will be R. Ian Mar- 
shall, B.Com., C.A., of Edinburgh. 


AIA Nominations 

Alvin R. Jennings of New York has 
been nominated for presidency of 
the American Institute for 1957-58. 
Nominated as vice-presidents are 
Donald Bevis, Detroit; Roy Comer, 
Seattle; Louis Pilie, New Orleans; 
and John Stoy, Washington, D.C. 
John B. Inglis, New York, was re- 


nominated as treasurer. 
Continued on page 484 
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“Taxation” Conference 

The seventh annual national “Tax- 
ation” conference will take place at 
Torquay, England from October 18 
to 21, 1957. Chairman of the confer- 
ence, Ronald Staples, extends a 
hearty invitation to any Canadian 
chartered accountants who might be 
able to attend. 


Toward Integration 

The Institute of Chartered Ac- 
countants of Scotland has voted 1822 
to 323 in favour of the proposed 
scheme of integration between the 
Institute and the Society of Incor- 
porated Accountants. 


Annual Report Awards 

“The Accountant” Annual Awards 
for reports and accounts of public 
companies have been made to The 
United Steel Companies Ltd. and 
Trawlers Grimsby Ltd. The awards 
are in the form of hand-made silver 
wall sconces inscribed with the name 





of the winning company and bearing 
ancient and modern symbols depict- 
ing commerce and accountancy. 


In the News 

V. W. T. Scutty, F.C.A., of the 
Ontario Institute, has been appointed 
president of Steel Company of Can- 
ada. 

RoMaAIN Beparp, C.A., of the Que- 
bec Institute, has been elected presi- 
dent of the Chamber of Commerce of 
Montreal District. 

Witt1aM_ BerMAN, C.A., of the 
Nova Scotia Institute, is the first Can- 
adian to be awarded a Ford Founda- 
tion fellowship for a summer case 
seminar at Harvard University’s 
Graduate School of Business Ad- 
ministration. Professor Berman is a 
professor of commerce at Dalhousie 
University, Halifax. 

L. N. Buzzett, C.A., of the Quebec 
Institute, has been appointed chair- 
man of the Protestant Committee of 
the Quebec Department of Educa- 
tion. 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
Notice of Annual Meeting 
Saskatoon, Saskatchewan, August 20, 1957 


The fifty-fifth annual meeting of The Canadian Institute of Chart- 
ered Accountants will be held in Saskatoon, Saskatchewan, at the 
Bessborough Hotel on Tuesday, August 20, 1957 at 11 a.m. for the 
reception of reports of the treasurer and Council, the election of audi- 


tors, and other business. 


W. GIvens SMITH 
President 


E. MicuarEL HowartTH 
Executive Secretary 
Toronto, Ontario, May 15, 1957 








THIRD SUMMER SCHOOL IN ACCOUNTANCY 


McGILL UNIVERSITY, MONTREAL 
JULY 8 THROUGH AUGUST 2, 1957 


The aim of the School is to educate broadly in accountancy 
and the studies will provide thorough revision for the Inter- 
mediate and Final C.A. examinations. 

Students will be required to live on the Campus and mod- 
erate rates will be charged. They thus live together under full- 
time university conditions, learning by the day-to-day exchange 
of ideas. 

The School will be divided into two sections taking respec- 
tively the Intermediate and Final C.A. syllabus as their outline 
of studies. Classes will be held, Monday through Friday, from 
9 to 12 noon and from 2 to 5 p.m. Week-ends will be free for 
the enjoyment of Montreal’s vacation facilities. 

Direction of the School will be under Kenneth F. Byrd, 
M.A., B.Sc. (Econ.), C.A., Professor of Accountancy, assisted 
by members of the School of Commerce staff and others. 


For details apply promptly to the School of Commerce, 
Summer. School in Accountancy, McGill University, Montreal. 


INDUSTRIAL MENT BANK 


65 Spring Garden Rd. — HALIFAX WINNIPEG — 195 Portage Ave. E. 
901 Victoria Sq. =— MONTREAL CALGARY = 513 Eighth Ave. W. 


85 Richmond. St. W. - TORONTO VANCOUVER = 475 Howe St. 








Capital for Industry 







Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Can- 
adian economy over the past thirty years and has origin- 
ated and participated in numerous representative issues 
of corporate securities. 











Our services are always available without obligation 
to members of the accounting profession 






Gairdner & Company Limited 
320 Bay Street, Toronto 
EMpire 6-8011 
Montreal Kingston Quebec Calgary Vancouver 


Hamilton Kitchener London Edmonton Winnipeg 
New York 












COAST TO COAST SERVICE 


Members of the Accounting profession are invited 
to discuss Estate and Trust problems with our 
Managers at any of our offices across Canada 


THE CANADA PERMANENT 


TRUST COMPANY 


HEAD OFFICE: 820 BAY STREET, TORONTO, ONT. 


HON. T. D’ARCY LEONARD, C.B.E., Q.C., President 
W. LEO KNOWLTON, Q.C., General Manager 


BRANCHES: HALIFAX, SAINT JOHN, MONTREAL, PORT HOPE, TORONTO, HAMILTON, 
BRANTFORD, WOODSTOCK, WINNIPEG, REGINA, EDMONTON, 
VANCOUVER, VICTORIA 














Sditorial 


WHAT THE C.A. CERTIFICATE STANDS FOR 


A COMMON disappointment among chartered accountants is the mis- 
understanding of their profession by their friends. There is no easy 
means of changing this because so many people do not have business 
contacts with chartered accountants and therefore do not have the 
opportunity of learning first hand about their work. However, many 
members of the profession may unwittingly add to the misunder- 
standing simply by referring to their membership in one of the ten 
provincial Institutes of Chartered Accountants as a degree. 

The word “degree” seems to come more easily to the lips of 
chartered accountants than to other professional groups. Doctors, 
lawyers and engineers find these names sufficient description of their 
occupations and if questioned further supply the date of their “licens- 
ing”, “call to the bar” or “graduation”. It is the accountants who talk 
of the year in which they “got their degree”. This probably accounts 
for the frequent references “to a man with a C.A. degree” in news- 
paper advertisements of opportunities for accountants. 

To most people, a “degree” is an academic distinction awarded 
by a university. It signifies an achievement at a particular time which 
entitles the holder to use initials after his name for the rest of his life. 

A “C.A.” on the other hand is the appellation which belong to a 
member of an Institute of Chartered Accountants. The Institute 
is not a university and even though a certificate is only given to a 
person who passes examinations of a high academic standard, the 
certificate means more than academic achievement. Furthermore it 
is only tenable for as long as the holder is a member of the Institute. 

These differences are important and should be better understood 
by chartered accountants who have a duty to maintain professional 
ideals, observe rules of professional conduct and advance their special- 
ized knowledge. Although a university degree provides the basis for 
further progress, the C.A. membership imposes the obligation for 
progress. It should also be understood that the C.A. membership 
means that the holder has been judged by the Council of his Institute 
to be of good character, and that he has had sufficient practical ex- 
perience and instruction in the office of a practising chartered ac- 
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countant to acquire the art, science and knowledge of a professional 
accountant. These requirements are in addition to his academic 
course and examinations. 


The members of the Institutes can be proud indeed of the high 
ethical standards they maintain and of the rarity of the occasions on 
which it is necessary to take disciplinary action for misconduct or 
gross negligence. Loss of membership automatically deprives a mem- 
ber of the rights to use the initials “C.A.” and requires him to return 
to his Institute the certificate of his membership. It is interesting to 
know that the certificate always remains the property of the Institute 
and a member must return it on demand. No such rules apply to 
university degrees or the diplomas which attest them. 


When chartered accountants realize the meaning people give the 
word “degree” and the broader implications of their Institute mem- 
bership, they might possibly supplant “degree” with the word 
“certificate”, “appellation” or “designation”. But these are awkward 
words, and instead of any such plea which might well be unheeded, 
perhaps the members of the Institutes will begin to use “Chartered 
Accountant” or “C.A.” as a sufficient badge of distinction, without 


need of further qualification. 


THE SEVENTH INTERNATIONAL CONGRESS 


CANADA WILL be well represented at the Amsterdam Congress in 
September both in terms of numbers and participation. To date, 
some 30 chartered accountants have indicated their intention of 
attending, and three members of the Institute will play important 
roles in the technical program. J. Grant Glassco will serve on the 
panel “Principles for the Accountants’ Profession”, James A. de 
Lalanne will act as rapporteur for the panel “Verification of the Exist- 
ence of Assets”, and Lawrence G. Macpherson will prepare one of 
the papers for the panel “The Internal Auditor”. 


Each of the six panel discussions will be given a touch of the 
United Nations, with simultaneous interpretation into Dutch, German, 
French and English. The organizational problems facing the Congress 
Committee can be imagined by considering the membership of the 
panel “Principles for the Accountants’ Profession”. Its leader is 
L. van Essen of the Dutch Institute. Its rapporteur, who also pre- 
sents a paper, is Sir Thomas Robson. Further papers will be pre- 
sented by German, Dutch, Swedish and American accountants, and, 
to round out the panel, there will be representatives from Burma, 
Malta and Canada. 

We wish our Dutch colleagues every success in this important 
undertaking in the profession’s interest, and look forward to publish- 
ing a selection of the papers and proceedings in our magazine. 











Operations Research in 
Canadian Business 


PETER J. SANDIFORD 


ACTION PROBLEMS in the business 
world are complex. Their solution 
demands the fullest intellectual re- 
sources of modern management. In- 
creasingly, Canadian managers are 
employing a new approach known as 
operations research. This article de- 
scribes operations research as it is 
currently being applied by a number 
of Canadian businesses, and outlines 
the characteristic features of this ap- 
proach to the solution of business 
problems. 


As Philip Morse, professor of theo- 
retical physics at M.I.T. and a well- 
known authority in this field, remark- 
ed, operations research is like ice- 
skating — you have to do it yourself 
to know really what it is. The presi- 
dent of Westinghouse Air Brake Com- 
pany, Edward O. Boshell, in a recent 
issue of Dun’s Review, writes: “The 
process of analyzing and probing into 
business and its environment is a form 
of research. When this process in- 
volves the use of recognized scientific 
methods, it satisfies my understand- 
ing of operations research.” 

Boshell’s definition is only one of 
many found in the growing number 
of books and articles on this subject. 
The difficulty of concise and accurate 
definition partly arises from the fact 
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that operations research has been ap- 
plied in industry at various levels: 
the tactical level, where it closely re- 
sembles industrial engineering; the 
strategic level, where it attains its 
most characteristic form; and the level 
of grand strategy, where it is rather 
similar to economic planning. A fur- 
ther difficulty is that operations re- 
search is not a single entity but a 
blend of three factors: personnel, 
techniques and organization. The in- 
dividual elements of this blend are 
discussed in some detail in this article. 

With these points in mind, one 
might define industrial operations re- 
search as a newly developed staff 
function through which the training 
and talent of scientists may be teamed 
effectively with the skill and experi- 
ence of managers for the solution of 
business problems. 


Need in Modern Business 


The manner in which the need for 
operations research arises in modern 
industry is illustrated by a reference 
to Exhibit A (see p. 490) which shows 
part of the organization chart of a 
typical manufacturing company. The 
president of this company has de- 
cided that his inventory situation 
need investigation. The sales vice- 
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Exhibit A 


SALES PRODUCTION 


PLANT PLANT PLANT 
A B 


[Dept ol 2 a 4 


FINANCE 


President 


| 


Vice-Presidents 


Plant Managers 


Department Heads 


Supervisors 


Ea oa Gas workers 


president is complaining that the 
salesmen frequently miss important 
orders because they are not able to 
promise sufficiently rapid delivery; 
he insists that the inventory of all 
items be maintained at a much higher 
level. On the other hand, the vice- 
president in charge of production 
wants to make long production runs, 
thereby achieving economies of pro- 
duction; the inventory level will fall 
to a low point just before the pro- 
duction run commences and rise to a 
high level at the end of it. The finan- 
cial vice-president does not like 
fluctuating inventories and has insist- 
ed that, with the increasingly high 
cost of obtaining capital, the com- 
pany is in no position to afford the 
luxury of the high inventory level that 
it now maintains. 

This problem has certain character- 
istics which identify it as one suitable 


for attack by operations research 
methods. It is a problem of major 
concern to the organization. The ob- 
jectives of each of the three vice- 
presidents cannot be met simultane- 
ously. Not only are real out-of-pocket 
costs involved, but also, in the sales 
area, costs of lost sales and of cus- 
tomer dissatisfaction, neither of which 
is directly identifiable in the com- 
pany’s accounts. It is evident that the 
only person able to give an unbiased 
answer to this problem is the presi- 
dent himself. But he is a busy man 
and unable to devote the time neces- 
sary to complete an exhaustive an- 
alysis of the situation. He has three 
courses open to him: he may dele- 
gate the analysis to an existing part 
of his organization, he may form a 
committee, or he may establish an 
operations research team to study the 
problem. 
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It may be noted parenthetically 
that the above example is typical of 
the growing class of problems gen- 
erated by the increasing physical 
size and complexity of modern cor- 
porations, which have been acceler- 
ated in recent years by mergers and 
product diversification. In the areas 
of capital allocation, long-range plan- 
ning, production scheduling, whether 
to make or buy parts, transportation 
schedules, plant and warehouse loca- 
tions, the process of reaching deci- 
sions is often clarified and made more 
precise by operations research analy- 
sis. 

If the president in our example de- 
cides to delegate the problem for 
solution to one section of the or- 
ganization, he makes a rather quick 
analysis of the problem, selects the 
appropriate section of the organiza- 
tion to carry out the work, and in- 
dicates approximately what he would 
like to have solved. The assignment 
is passed down through the organiza- 
tion to the level at which men are 
available to do the work on a full- 
time basis. These men, because of 
their subordinate position in the or- 
ganization, may often be unaware of 
the overall objectives of the com- 
pany and thus may misunderstand the 
nature of the problem posed by the 
president. Furthermore, they may not 
be in a good position to obtain essen- 
tial information from the other sec- 
tions of the company affected by the 
problem. 


The difficulties may be overcome to 
some extent by the second approach, 
namely, that of forming a committee. 
Committees have once been described 
with more aptness than charity as 
“keeping minutes and wasting hours”. 
The principal difficulty with them is 
that the members, in general, do not 
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devote much thought to the problems 
facing the committee until just prior 
to a committee meeting, and many of 
them do most of their creative think- 
ing during the period that the com- 
mittee is in session. In many cases, 
committee discussions are hampered 
by the presence of one or two who act 
solely on behalf of their departments 
with local policies to uphold and “in- 
terests” to protect. Under such re- 
strictions, it is almost impossible to 
develop that free and easy atmos- 
phere in which vague and evolving 
ideas are developed into useful con- 
tributions. A committee is a logical 
medium for reaching policy decisions 
but is not well suited to carrying out 
the prior analysis. 


Operations research has been de- 
veloped to overcome the limitations of 
the other methods. To use the opera- 
tions research method, the president 
selects one or more scientifically 
trained individuals from his own or- 
ganization to form a temporary or 
permanent staff group. These men 
discuss with the president the nature 
of the problem, the particular factors 
which have to be borne in mind in 
carrying out an analysis, the object- 
ives which the president wishes to 
achieve, the limitations of the study 
and other matters of this nature. 
They then assume the task of obtain- 
ing factual information concerning the 
inventory management and the effects 
of the inventory levels on production, 
sales and finance. They express these 
in mathematical form if possible in 
order that the optimum balance of 
factors may be determined with pre- 
cision. The team reports from time to 
time to the president, or to a com- 
mittee of vice-presidents, on the prog- 
ress of the study and receives sugges- 
tions concerning the future course of 
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the study and methods of surmount- 
ing problems which have arisen. 

At the end of the study a report is 
presented verbally, followed by a 
concise written report on the optimum 
inventory control method under the 
assumptions which had been built 
into the study. If, due to intangible 
factors such as personnel and morale, 
not provided for in the study, the 
president found it impossible to use 
the optimum solution, at least he 
would be in a position to evaluate the 
cost of deviating from the optimum 
course. 


Personnel 

Analytical probing; the impartial 
identification, isolation and measure- 
ment of the principal variables; the 
creation of hypotheses concerning 
basic relationships; and the testing of 
these hypotheses are all activities in 
which scientists receive long years of 
intensive training and that are a 
source of enjoyment to them. The 
newly developed techniques outlined 
in the next section are mathematical 
in nature. To read the literature de- 
scribing them requires, in most cases, 
advanced mathematical training. For 
these reasons, operations research 
teams invariably include one or more 
members with scientific training, who 
may be physicists, mathematicians, 
mathematical statisticians, engineers 
or other scientists, or economists with 
a strong mathematical interest. Many 
successful operations research studies 
have been undertaken, however, by 
teams, some members of which were 
not trained in university subjects, but 
possessed a very clear understanding 
of the broad problems involved. The 
experienced accountant’s financial 
training and analytical, objective ap- 
proach to problems qualify him for in- 


clusion in an operation research team, 
depending on the nature of the prob- 
lem to be studied. A general require- 
ment for all team members is that 
they should be interested in solving 
business problems and sufficiently in- 
telligent and clear-thinking to be able 
to contribute effectively to the solu- 
tion. 

A great deal of the power of opera- 
tions research arises from the inter- 
action between the methods of 
thought of the scientists who com- 
prise the principal element of the op- 
erations research team and the busi- 
ness managers with whom they work. 


Techniques 

As stated in the opening sentence, 
action problems in the business world 
are complex. Fortunately, special 
techniques have been evolved in re- 
cent years for analyzing many types 
of complex situations. These and 
other techniques are listed in Exhibit 
B (see p. 493). In this exhibit, three 
areas are depicted. 

The first area lists the standard 
mathematical methods which have 
been frequently employed by opera- 
tions research analysts in solving their 
problems. The list is by no means 
exhaustive, for mathematicians will 
use whatever mathematical method 
they know, if they find it of assistance 
in understanding the problem and 
reaching the solution. 

The second area of the exhibit lists 
the special techniques which have 
been developed in recent years for the 
solution of complex problems. Rather 
than being fundamental mathematical 
methods, these might be more proper- 
ly described as special tools. Linear 
programming has broad areas of ap- 
plication in the field of business. 
Queuing (or waiting-line) theory has 
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Exhibit B 
TECHNIQUES OF OPERATIONS RESEARCH 


Basic Mathematics 
Algebra 
Mathematical Statistics 
Calculus 
Calculus of Variations 
Probability Theory 
&e. 


Special “Tools 
Linear (and other) Programming 
Queuing Theory 
Monte Carlo Methods 
Statistical Decision Theory 
Game Theory 
&e. 


Some Areas of Frequent Application in Common Business Problems 
Inventory Control*® 
Production Scheduling* 
Capital Equipment Replacement 


Budgeting 


Forecasting and Planning® 


* Special methods available. 


also been of great assistance. It was 
one of the earliest of the special tech- 
niques developed, having been used 
since about 1920 by telephone com- 
panies in the design of exchanges. 
The interested reader should consult 
the references given at the end of this 
article if he wishes to learn further 
details of the special techniques. 
Some simple illustrations are provided 
below. 

The third area of the exhibit shows 
particular types of problems which 
have been most frequently attacked 
by operations research. In fact, for 
many of them there is now available 
a considerable body of literature on 
the best methods of solution under a 
wide variety of conditions. 

Operations research is relatively 
new and the literature on the subject 
is growing at a rapid rate. Many 
problems that were prohibitively dif- 
ficult three years ago may now be 
tackled with confidence. 

The basic technical requirements 
for operations research consist of 
mathematical knowledge, an under- 
standing of the uses and limitations of 
the special techniques and an ac- 


quaintance with the existing literature 
on applications in special areas. No 
single individual can encompass this 
wide array of available organized 
knowledge. Thus, the most effective 
operations research is carried out by 
teams. 


Organization 

Organization is the third element of 
the blend known as operations re- 
search. Given the personnel, who 
have sufficient background to learn 
and use the special techniques avail- 
able, it remains to organize their at- 
tack on problems so that they will be 
effective. Present experience indicates 
that operations research is best organ- 
ized as a staff function, a rather in- 
formal team of two to five members, 
working full time on one project at a 
time. Each member should have 
demonstrated technical competence in 
a field bearing on the general prob- 
lem. It is desirable that a wide range 
of professional training be _ repre- 
sented, in order that no facet of the 
problem be neglected. The nature of 
the organization is dictated to some 
extent by the class of problems on 
which a team may work. These may 
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be divided into grand 
strategy and tactics. 

Problems such as the proper alloca- 
tion of capital and planning of long- 
range policies may be classified as 
grand strategy. Their nature requires 
that the operations research team 
have close liaison with the president 
and that its personnel have sound ex- 
perience in both operations research 
and the specific industry. 


The problem of an optimum truck 
replacement policy, the best use of a 
major resource of the organization, 
inventory policies, multiplant produc- 
tion scheduling and so forth may be 
classified as problems of strategy. The 
team working on these problems 
‘need not be attached to the presi- 
dent’s office, but can function well 
from a service position such as re- 
search or the comptroller’s office. 
During the course of the study the 
team might properly report to a com- 
mittee of the heads of the depart- 
ments or divisions concerned. 


strategy, 


Tactical problems would involve, 
for example, working out shipping 
schedules leading to the least freight 
cost, the problem of blending com- 
ponents into a final most profitable 
product, the setting of re-order points 
and quantities in an inventory con- 
trol system or determining the opti- 
mum pursuit duration for defaulted 
loans. Tactical problems are very 
similar to those of industrial engin- 
eering. In fact, if these are the only 
problems to be considered as opera- 
tions research, it might well be defin- 
ed as “the marriage of mathematics 
with industrial engineering”. How- 


ever, such a definition would be in- 
appropriate for the problems of 
strategy and grand strategy which 
constitute a good portion of current 
operations research effort. For tacti- 
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cal problems the team may be situat- 
ed anywhere in the organization for 
administrative purposes, but once a 
specific problem has been assigned, 
close liaison must be provided with 
the man who will use the analyses as 
aids to making decisions. 

On all classes of problems the team 
must be given adequate authority 
and facilities for the collection of op- 
erational data. Everyone should re- 
cognize, however, that the analysts 
are “on tap and not on top”. The 
team should be provided with ade- 
quate physical facilities for uninter- 
rupted study, group discussion, pre- 
paration of reports, holding of semin- 
ars and communication throughout 
the organization. 


Illustrative Examples 

The previous sections were intend- 
ed to give the reader an overall pic- 
ture of the subject. Here are some il- 
lustrations of operations research at 
the tactical level. 


EXAMPLE 1 

A large Canadian paper company 
has reported on two of its very suc- 
cessful applications of linear pro- 
gramming techniques’. One of these 
dealt with the scheduling of news- 
print orders to six paper machines to 
minimize the “trim” wastage and re- 
sulted in an improvement of 1%% or 
15 tons of newsprint per day. The 
other concerned the transportation 
problem—how to ship from mills to 
destinations at minimum freight cost. 
The potential savings in this area for 
the company are of the order of $10,- 
000 to $20,000 per month. 


1 A. E. Paull “Linear Programming: A Key 
to Optimum Newsprint Production”, 
Pulp and Paper Magazine of Canada, 
March 1956. 
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TABLE A — TRANSPORTATION: FREIGHT RATES PER TON 


Tota 
Destin- Require- 
ation Mill A Mill B Mill C ments 
(tons ) 
1 $24.38 $23.23 $25.53 1,440 
S $25.76 $27.37 $28.75 960 
3 $17.71 $17.48 $21.62 1,100 
4 $16.56 $20.93 $21.39 1,560 
5 $21.85 $25.30 $28.52 810 
6 $23.00 $19.09 $22.31 2,470 
7 $22.31 $24.84 $30.82 540 
8 $20.01 $20.70 $25.76 1,650 
9 $12.88 $14.49 $23.28 2,470 
Mill ce eye tS aes ee ee ee ee 
Capacity 2,700 5,500 4,800 13,000 
} (tons) 


TABLE B — TRANSPORTATION: OPTIMUM PROGRAM 


Mill B 


$23.23 
0 
$27.37 
0 
$17.48 
1,100 
$20.93 
0 
$25.30 
0 
$19.09 
550 
$24.84 
0 
$20.70 
1,650 
$14.49 
2,200 





Mill 

capacity 

(tons ) 2,700 5,500 4,800 13,000 
Total 

freight 

charges $51,108.30 $95,760.50 $117,465.60 $264,334.40 
Average 

freight 

charges 

per ton 
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How this is accomplished is shown 
by the following simplified example. 
Table A shows the freight costs in 
dollars per ton for shipment between 
the mills, identified at the head of 
each column, to each of the nine des- 
tinations. The requirement of each 
destination and the capacity of each 
mill are also shown. 

Tables B and C show the shipping 
programs worked out by linear pro- 
gramming for the lowest and highest 
freight cost. The lower figures in 
each “box” are the number of tons 


shipped. In this example the range is 
16% between the best and worst 
schedules. 


Table D shows how this may be 
used to evaluate the “efficiency” of the 
actual shipping schedule. 


Examination of the schedules re- 
veals some interesting features. For 
example, destinations 1 and 2 are both 
served from the mill with the highest 
freight rate. This emphasizes the im- 
portant point that the optimum solu- 
tion of an overall problem may often 


TABLE C — TRANSPORTATION: WORST POSSIBLE PROGRAM 





Mill 
capacity 
(tons) 
Total 
freight 
charges 
Average 
freight 
charges 
per ton 


$62,417.40 


$124,308.10 


13,000 


$119,551.70 $306,277.20 
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TABLE D — TRANSPORTATION: COMPARISON 
OF WORST PROGRAM AND OPTIMUM PROGRAM 


Mill A 


Worst possible program 
Optimum program 


$62,417 
$51,108 


Mill B Mill C All Mills 
Total Freight Bill 


$124,308 $119,552 
$ 95,760 $117,466 


$306,277 
$264,334 





Difference 


Worst possible program 
Optimum program 
Difference 


$11,309 


$23.12 
$18.93 


$ 4.19 


$ 28,548 $ 2,086 
Average Freight Per Ton 


$22.60 $24.91 
$17.41 $24.47 


$ 5.19 $ 0.44 


$ 41,943 





$23.56 
$20.33 


$ 3.23 


COEFFICIENT OF PROGRAMMING EFFICIENCY 


Maximum total freight bill 
Actual total freight bill 


Difference 


$19,553 __ 
$41,943 — 


Efficiency = 


require that individual departments 
operate at less than optimum per- 
formance. 

In a problem of this size, the opti- 
mum solution may also be worked out 
by careful inspection. Where ten 
mills are involved and 50 destina- 
tions, the problem is too large to solve 
by inspection but still may be handled 
in a routine way by the linear pro- 
gramming technique. 


EXAMPLE 2 


The following simple but effective 
example of inventory theory has been 
developed for illustrative and instruc- 
tional purposes in our own organiza- 
tion.? 

A company has an inventory con- 
sisting of 16 items. Present practice 
is to order a three months supply of 


each item as the quantity on hand 


2 Clark Sloat “Operations Research for the 
Businessman”, Price Waterhouse Review, 
September 1956. 





reaches a recorder point so that each 
item is ordered quarterly, usage be- 
ing regular and non-seasonal. The 
whole procurement procedure thus re- 
quires issuance of 64 purchase orders 
per year for these 16 items. Each 
item is ordered at a specific time in 
advance, and the quantities ordered 
are received just as the balance on 
hand is used up. We therefore de- 
cide that the average inventory of 
each item is 50% of the order quanti- 
ties of each item on order (old 


method ). 


Can we reduce the inventory so 
that our costs of carrying it can be 
cut? We do not wish to increase 
clerical costs by ordering small quan- 
tities of material on a more frequent 
basis. We do not wish to place more 
than 64 purchase orders a year. It 
seems that we can meet these require- 
ments and yet improve the inventory 
situation quite materially as shown by 
the following table: 
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Old Method 
Annual Orders Order 
Item Usage per yr. Size 
1 $ 2,000 4 $ 500 
2 32,000 4 8,000 
8 50,000 4 12,500 
4 72,000 4 18,000 
5 50,000 4 12,500 
6 18,000 4 4,500 
7 82,000 4 8,000 
8 98,000 4 24,500 
9 18,000 4 4,500 
10 72,000 4 18,000 
ll 8,000 4 2,000 
12 2,000 4 500 
13 50,000 4 12,500 
14 18,000 4 4,500 
15 98,000 4 24,500 
16 8,000 4 2,000 
$628,000 64 











New Method 

Average Orders Order Average 
Inventory per yr. Size Inventory 
$ 250 1 $ 2,000 $ 1,000 
4,000 4 8,000 4,000 
6,250 5 10,000 5,000 
9,000 6 12,000 6,000 
6,250 5 10,000 5,000 
2,250 3 6,000 3,000 
4,000 4 8,000 4,000 
12,250 cf 14,000 7,000 
2,250 3 6,000 8,000 
9,000 6 12,000 6,000 
1,000 2 4,000 2,000 
250 1 2,000 1,000 
6,250 » 10,000 5,000 
2,250 3 6,000 3,000 
12,250 7 14,000 7,000 
1,000 2 4,000 2,000 
$78,500 64 $64,000 











Reduction of Average Inventory Level — $14,500 or 18.5% 


Generally, the carrying costs will 
approximate 20% per annum of the 
average inventory value so that in our 
example the reduction in the average 
inventory levels represents a saving of 
some $2,900. In a large company 
where inventories are heavy a study 
of this sort may produce substantial 
savings. For a company which can 
operate with an inventory of $64,000, 
a saving of $2,900 a year takes on 
some importance. 


EXAMPLE 3 

Queuing or waiting-line problems 
arise in many situations. Customers at 
a restaurant or bus stop wait for ser- 
vice, mechanics line up at the tool 
crib, boats at anchor wait their turn 
at the unloading wharf, aircraft are 
“stacked” over an airport in foggy 
weather, motorists stop at traffic 
lights, businessmen wait for service 
from the typists, and so on. 

The operations research approach 


to studying these situations may be 
illustrated as follows: 


A manufacturing company has a 
large number of similar production 
machines subject, in spite of pre- 
ventive maintenance, to occasional 
breakdowns. The production super- 
visor observes that a great deal of 
the time his production is held up due 
to the machines waiting for the repair 
crew. He figures that when they are 
idle it costs the company $100 per 
week per machine in lost profit. The 
maintenance supervisor says his re- 
pair crew costs $600 per week and is 
idle at least 15% of the time. In fact, 
management has suggested that a staff 
reduction is in order. 


The operations research team de- 
termines by observation and analysis 
that machine breakdowns occur ran- 
domly at an average rate of five per 
week. The existing repair crew can 
service six per week on the average 
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with the actual repair times varying 
from almost nothing to very great peri- 
ods depending on the nature of the 
trouble. These times are analyzed and 
found to conform closely to the “ex- 
ponential” law. The team can now 
make use of established mathematical 
equations and compute the probabil- 
ity of various numbers of machines 
being in the “service queue”. Table 
A gives the per cent of the time that 
the stated number of machines are 
in the queue, both waiting and being 
serviced. 


TABLE A 
No. machines Per cent of 
in queue time 
0 16.67% 
1 13.89 
2 13.57 
3 9.64 
4 8.04 
5 6.70 
6 5.58 
7 4.65 
8 3.88 
9 3.23 
10 2.69 


The repair crew is idle when no 
machines are in the queue or 16.67% 
of the time, in agreement with the 
maintenance supervisor's statement. 
However, nearly 70% of the time while 
one machine is being repaired at least 
one other machine is idle awaiting its 
turn to be serviced. 
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Having discovered the basic rela- 
tionships underlying this operation, 
the team may now predict with con- 
siderable confidence the effects which 
will result from various changes in 
conditions. For example, for any as- 
sumed average rate of service, the 
average time a machine is waiting 
and being serviced can be calculated. 
Using the known values of the cost of 
service and cost of machine down 
time, the following Table B may be 
constructed. 

From this table it is evident that 
the most economical performance re- 
quires an increase in repair crew ca- 
pacity until it is able to service about 
seven machines a week on the aver- 
age. Prompt return of the machines 
to profitable production makes the 
extra service costs worthwhile and re- 
sults in an overall gain of 13.6%. 


It can also be seen that an arbi- 
trary management decision to reduce 
the repair crew until its rate is 5.25 
machines per week — enough to 
handle the average breakdowns with 
a 5% “safety” margin — would have 
resulted in sharply increased costs. 
As the four week average delay time 
developed, chaotic conditions in the 
production department would un- 
doubtedly cause the decision to be 
revoked. Unfortunate experiences of 
this kind are avoided by operations 
research analysis. 





TABLE B 
Average time a Lost profit 
Assumed service Direct cost machines is out on Total 
rate (machines of service of service production costs 
per week) ($ per week) ( weeks ) ($ per week) ($ per week 

5.25 $ 525 4.00 $2,000 $2,525 
6.00 600 1.00 500 1,100 
7.00 700 0.50 250 950 
8.00 800 0.33 166 966 
9.00 900 0.25 125 1,025 
10.00 1,000 0.20 100 1,100 
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The examples give solutions based 
on what operations research analysts 
call “models”; here the underlying 
models were in mathematical form. 
The idea of a model is familiar to 
anyone who has used a roadmap for 
the purpose of planning a motor trip. 
Although not an accurate representa- 
tion of the countryside, nevertheless 
the map is a useful model for the 
purpose. In fact, it is more revealing 
of the essential factors with which the 
motorist is concerned than a fully de- 
tailed topographical map. 

The balance sheet with the related 
annual accounts is a financial model 
of the corporation and the whole sys- 
tem of accounts is, in fact, a more de- 
tailed representation of this model. 
The accounting model is prepared 
with a specific idea in mind, viz to 
demonstrate the existing financial con- 
dition of the organization. The gen- 
eral emphasis is on “what” rather than 
“why”. There is usually no place in 
the accounting model for answering 
such questions as, “what would have 
been the outcome if we had followed 
some other line of action?” Opera- 
tions research analysis is aimed at 
understanding the relationships un- 
derlying the behaviour of the organ- 
ization. Then the consequences of 
various possible courses of action may 
be visualized and evaluated. It 
should be evident, however, that 
there is a close inter-action between 
operations research and accounting. 
Operations research studies often gen- 
erate an understanding of the organ- 
ization and point to new data that 
must be collected if management is 
to make effective decisions. The ac- 
countant, on the other hand, is the 
source of the data on which the op- 
erations research analyst must work. 
If the data have not been collected 
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in the manner needed by the opera- 
tions research worker, new programs 
of data collection must be mutually 
decided upon. 


Operations Research in Canada 

Canadian interest in operations re- 
search has existed since World War 
II, when all three Services made use 
of it. (The military groups employ 
the term “operational research”, as in 
Britain). An extensive operational 
research group exists in the Defence 
Research Board. The broad and gen- 
eral aspects of operations research 
have been carried on in varying de- 
grees in industry for many years. 
However, in Canada, operations re- 
search became established in a formal 
way in the period 1951-1954 in two 
oil companies, a paper company and 
a large electrical utility. Since that 
time, these companies have been join- 
ed by 10 to 20 others. 

An Operations Research Society 
exists in Toronto and plans are being 
discussed for a national society. Many 
Canadians are members of the Opera- 
tions Research Society of America and 
the Institute of Management Sciences. 

Special seminars, symposia and 
panels have been organized by many 
engineering, quality control and busi- 
ness associations in Canada. The Uni- 
versity of Toronto and McGill Uni- 
versity have offered evening courses 
on operations research. The Universi- 
ty of Western Ontario has carried out 
a business research survey of the 
status of operations research in Can- 
ada. 

Many operations research studies 
involve extensive computation. On 


the other hand, the application of a 
large electronic computer to business 
data handling is often preceded by 
an analysis, of an operations research 
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nature, on the necessity of collecting 
various kinds of data. This close re- 
lationship between computing and 
operations research has led several of 
the electronic computing companies 
in Canada to add operations research 
to the list of their consultation ser- 
vices. Several management counsel- 
ling organizations in Canada are in a 
position to make available to their 
clients advice and assistance in this 


field. 


Some Criteria 

A company wishing to consider 
whether or not it should adopt opera- 
tions research should consider the 
following: 

(1) Size of team needed 
For solving the smaller tactical 
problems, an operations research 
“team” of one man may be 
sufficient, but for the larger and 
more important problems of 
strategy and grand strategy, a 
team of at least three and prob- 
ably not more than five should 
be contemplated. 

(2) Budget 
A continuing operations research 
team of three men would require 
an annual budget of about $50,- 
000 at current rates in order to 
provide for salaries and over- 
head. 

(3) Factors tending to large “payoffs” 
If the company has many sub- 
sidiaries or many overlapping 
departments, it is more likely 
that large operations research 
problems will exist. If the 


profits of the company result 
mostly from a small markup on 
a large volume of business, then 
the refinements provided by op- 
erations research methods may 
make a small improvement in 


the overall efficiency loom large 
in the effect on net profit. 


(4) Part-time or full-time 

Though there may not exist 
enough problems to keep a full 
operations research team in ac- 
tion all the time, there may be 
a single problem, such as op- 
timum inventory control proce- 
dures, which would warrant the 
temporary formation of a team. 
The team would be established 
for the duration of the project 
and thereafter disbanded. 


Consultants 

Although consultants are avail- 
able who will undertake to do 
the entire operations research 
study, most Canadian companies 
tend to use consultants as an aid 
in establishing operations re- 
search with their own personnel. 
The role of the consultant may 
range from giving initial advice 
on setting up the operations re- 
search team to participating 
fully with the team during its 
first three or four studies. Con- 
sulting firms are also usually in 
a position to furnish specialists 
to instruct company personnel 
in the specific techniques. 

(6) Controlling costs 

Except in the most elementary 
cases, operations research is true 
research; the particular prob- 
lems studies have unique fea- 
tures and the methods of solving 
them are “custom-made” to fit 
the particular application. As a 
result, it is extremely difficult to 
estimate in advance how much 
an operations research study will 
cost. The most effective method 
of controlling the cost is to estab- 
lish a series of check points for 
interim results, and review the 


(5) 








advisability of continuing the 
study at each of them. 


Conclusions 

Operations research is a proven ap- 
proach to solving the wide variety of 
business problems. It is most valu- 
able when applied to situations affect- 
ing large areas of a company’s opera- 
tions. Many medium and large-sized 
Canadian businesses can support a 
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Accountants, both practising and 
administrative, will always play a 
significant part in these developments, 
either as members of operations re- 
search teams or working closely with 
them in obtaining the accurate data 
on which the solutions must be based. 
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IN TUNE WITH THE TIMES 


The following is a report of a work study engineer after a visit to a 
symphony concert at the Royal Festival Hall in London: 

For considerable periods the four oboe players had nothing to do. The 
number should be reduced and the work spread more evenly over the whole 
of the concert, thus eliminating peaks of activity. 

All the 12 violins were playing identical notes; this seems unnecessary 
duplication. The staff of this section should be drastically cut. If a larger 
volume of sound is required, it could be obtained by means of electrical 
apparatus. 

There seems to be too much repetition of some musical passages. 
Scores should be drastically pruned. No useful purpose is served by re- 
peating on the horns a passage which has already been handled by the 
strings. It is estimated that if all redundant passages were eliminated the 
whole concert time of two hours could be reduced to 20 minutes and there 
would be no need for an interval. 

The conductor agrees generally with these recommendations, but ex- 
presses the opinion that there might be some falling off in box office receipts. 
In that unlikely event, it should be possible to close sections of the audi- 
torium entirely, with the consequential saving of overhead expenses, light- 
ing, attendance, etc. If the worst came to worst, the whole thing could be 


abandoned and the public could go to Albert Hall instead. 
— Contributed by C. E. Ludke to Office Equipment News, February 1957. 








Business Interruption Insurance 


F. W. HALLONQUIST 


“For where your treasure is, there 
will your heart be also”. The saying 
is as true today as it was in ages past. 
The treasure of today’s business is 
earnings, present or future, and the 
primary interest of every business- 
man is to expand and protect those 
earnings for the future. 

Stores and factories are built with 
a single objective in mind — earn- 
ings. The physical assets of indus- 
try and commerce are in themselves 
of immense tangible value, but their 
ultimate function is to attain that 
sometimes elusive yet necessary goal 
of “making money”. 


The Risk — Loss of Earnings 

Every business is subject to risks of 
varying nature and extent. Some of 
these can be transferred to others 
while the remainder must be borne as 
an inherent phase of the venture. In 
the transferable category fall contin- 
gencies concerned with direct damage 
to physical assets, such as plant build- 
ings, equipment and stock, and most 
businesses have taken precaution 
against these by means of insurance. 
However, many of them have failed to 
transfer the equally important risk of 
an interruption in their “money mak- 
ing” function, an interruption which 


frequently results from damage to 
physical assets and immediately af- 
fects the very lifeblood of the busi- 
ness. 

Mortgage companies and _ banks 
usually insist upon insurance coverage 
on assets hypothecated, but that pro- 
tection is normally only for the physi- 
cal damage risk. The possible loss of 
earnings is ignored although, if unin- 
sured, it can cause business failure 
with consequent impairment of secur- 
ity held by the mortgagee or bank. 
Failure to recognize and guard 
against such a risk all too often has 
been the cause of suspended pay- 
rolls, passed dividends and even ulti- 
mate bankruptcy, thus harming the 
welfare of the worker, owner and, in- 
directly, the community. 

Significantly enough, a minor physi- 
cal damage loss can have far reaching 
effects on anticipated earnings, caus- 
ing a loss of profit out of all propor- 
tion to the initial damage. For 
example, loss of a small piece of 
equipment, nominal in value but vital 
in the chain of production, can result 
in a total cessation of business. Should 
its replacement be difficult because 
of its design or other factors of con- 
struction and supply in present day 
conditions, operations might have to 
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cease for a considerable period. Ex- 
plosion of a steam roll on a paper ma- 
chine might mean a physical damage 
of $100,000 but an earnings loss of 
$2,500,000; fire destroying the wood 
mill of a pulp and paper plant might 
result in a physical damage of $250,- 
000, with loss of earnings amounting 
to $2,300,000. 

Transfer of the risk of losing earn- 
ings is usually effected by means of a 
business interruption insurance policy, 
otherwise termed “Use and Occupancy 
or Profits Insurance”. First written 
more than 80 years ago, this type of 
insurance has always been clothed 
with an air of mystery and treated 
with diffidence by scller and buyer 
alike. But over the years it has un- 
dergone many changes to keep pace 
with the requirements of modern 
business. While it must not be assum- 
ed that it has now achieved perfec- 
tion, it is today an effective instru- 
ment of protection against possible 
loss of future earnings arising from 
physical damage caused by fire, earth- 
quake or the many other hazards to 
which property is exposed. 


Analysis of the Risk 

Business interruption insurance will, 
however, be effective only if its appli- 
cation or use is preceded by a 
thorough examination of the poten- 
tial earnings loss involved. Such an 
analysis would first survey the perils 
which could cause physical damage, 
i.e. fire, windstorm, explosion, earth- 
quake, flood, collapse, pressure vessel 
explosion, machinery breakdown, etc., 
and then study the future earnings 
loss which might result. While the 
danger of fire is usually of first mo- 
ment, other less obvious hazards are 
a potential source of a catastrophic 
earnings loss. Breakdown of an im- 
portant machine can result in a 
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lengthy shutdown of operations af- 
fecting an entire plant; earthquake, 
perhaps a remote risk, can neverthe- 
less be disastrous in its effect. Al- 
though it may not be practical to as- 
sess every specific peril, there is a 
modern trend towards a comprehen- 
sive “All Risks” coverage. 


It is essential to study the extent 
of potential loss of earnings. Every 
building, machine, device and stock 
of materials should be evaluated in 
terms not only of future earnings po- 
tential but perhaps more importantly 
in terms of the time required to re- 
place, rebuild or repair. All of the 
factors governing replacement or re- 
pairs must be taken into account. For 
example, the availability of materials 
and labour, seasonal weather condi- 
tions during reconstruction, govern- 
mental controls on strategic materials, 
difficulty in replacing raw stock, and 
the availability of alternative premises 
or production techniques are all sig- 
nificant details. 


Finally, it is necessary to assess 
the effect of a major shutdown 
after reconstruction and_ repairs 
are completed. Markets may not 
be immediately available or a fur- 
ther period of time may be requir- 
ed to raise the business to the level 
existing before the shutdown. This 
consideration should not be overlook- 
ed in the evaluation of a potential 
earnings loss, particularly where a 
business is subject to the vagaries of 
public preference which is often ma- 
terially affected by the enforced ab- 
sence of a product from the market. 
Earnings depend on sales and if sales 
volume does not return to normal 
concurrently with resumption of pro- 
duction, there will be a consequent 
loss of profit until turnover is re- 
stored. 
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BUSINESS INTERRUPTION INSURANCE 


Care must also be taken to estimate 
the effect upon earnings should there 
be an interruption arising from dis- 
ruption of power, gas or water sup- 
plies, or from destruction of property 
of a vital supplier. 

The extent of potential loss may de- 
pend largely on the time factor which 
must also be considered in relation to 
the possibility of total or partial ef- 
fect on operations. For example, in 
a newsprint mill the loss resulting 
from destruction of one paper ma- 
chine may be more serious than that 
caused by a total shutdown of opera- 
tions arising from destruction of the 
plant’s wood preparation unit. The 
latter can be replaced in six months, 
but it may take two years to obtain 
a new paper machine. Very often 
maximum losses result from a partial 
loss of earnings perpetuated over a 
long period rather than a total shut- 
down for a normal period. 


Protection of the Risk 

Having determined the nature and 
extent of the risk to which the busi- 
ness is exposed, steps must be taken 
to guard its “treasure”. Broadly 
speaking, the prime objective of a 
business interruption insurance policy 
is to protect loss of earnings in such a 
manner as to place the business in 
virtually the same financial position 
after the disaster as it was before. 
While there may be difficulties in 
achieving this goal, a creative imagin- 
ation on the part of the insurance 
broker can often devise ways and 
means to write a business interrup- 
tion insurance contract which will 
cover all the important aspects of the 
earnings risk. 

As with most forms of insurance, 
one essential ingredient is the prin- 
ciple of “indemnity”. The purpose of 
this insurance is to indemnify the 
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policyholder — to save him harmless 
with respect to loss of earnings. For 
this reason, most business interruption 
policies, written to cover “the actual 
loss sustained”, define exactly what 
the “actual loss sustained” shall com- 
prise. Under ideal conditions full in- 
demnity would place the business in 
the same financial condition as if there 
had been no Icss, but because insur- 
ance on earnings covers the future 
rather than the past, it is often dif_fi- 
cult to be mathematically certain as 
to the “actual loss sustained”. Never- 
theless, the term “indemnity” is cap- 
able of broad interpretation on behalf 
of the policyholder and under most 
circumstances does an excellent job 
of providing satisfactory protection. 


Methods of Coverage 


The coverage afforded by _busi- 
ness interruption insurance protects 
future “earnings” a term which, be- 
ing capable of several interpretations, 
may necessitate various methods of 
treatment to meet the requirements of 
business. No one approach will be 
ideal for all categories of industry or 
business but generally most require- 
ments can be met by the various 
methods available. Where neces- 
sary, specific adaptations can be fa- 
shioned to meet the exigencies of 
some peculiar situation. 

One method of coverage is to define 
earnings as net profit and all continu- 
ing charges and expenses which are 
prevented from being earned. Net 
profit would be after all charges ex- 
cept income tax, and continuing 
charges and expenses would be those 
remaining as fixed expenses even 
though operations have ceased or are 
curtailed. For shutdown periods of 
short duration, many expenses will be 
a continuing charge, but should cessa- 











506 THE CANADIAN CHARTERED ACCOUNTANT, JUNE, 1957 


tion of operations continue over an 
extended period, some of these will 
discontinue and thus cease to be part 
of the indemnity payable. Labour 
payroll, normally a very large expense 
which quickly ceases in the event of a 
shutdown, is usually excluded from 
the category of continuing charges. 
Should coverage be required on or- 
dinary labour payroll, this can be ar- 
ranged as a specific item of the policy. 


An alternative approach, somewhat 
the reverse of the previous method, 
defines earnings as “gross earnings, 
less discontinuing charges and ex- 
penses”. “Gross earnings” are “sales 
less cost of raw materials”. Here 
coverage is provided for net profits 
and all expenses except those which 
do not continue in the event of a shut- 
down. Labour payroll is one of these 
expenses and becomes part of the in- 
demnity payable to the extent that 
continuation of such labour person- 
nel is necessary to resume operations 
when the damaged premises are re- 
stored. 

While these two coverage methods 
are fundamentally the same, the lat- 
ter, being simpler, does not provide 
the privilege of eliminating from cov- 
erage (with possible consequent re- 
duction of premium cost) such an 
item as ordinary plant wages and pay- 
roll which usually is a substantial pro- 
portion of “gross earnings” and is not 
a continuing charge. 


A third method is to define indem- 
nity in terms of net profit and indi- 
vidually named charges and expenses, 
this treatment permitting a choice as 
to which expenses are insured. The 
indemnity payable will not include 
protection against loss of earnings ap- 
plicable to any omitted charges or 
expenses. The latter are entirely self- 
insured by the policyholder. 


The first two methods of coverage 
discussed above are products of Am- 
erican thinking which fundamentally 
treats earnings as a function of pro- 
duction. They therefore contain pro- 
visions which limit the indemnity pay- 
able strictly to the period during 
which production is curtailed, i.e. the 
time required to rebuild or replace 
the damaged premises. On the other 
hand, the third method follows the 
British view which construes earnings 
as a function of turnover. In this 
form the indemnity payable (net pro- 
fits and named fixed charges) con- 
tinues for the period during which 
the turnover is reduced without re- 
gard to any limitation of the rebuild- 
ing period. 

Where none of the above programs 
seems applicable, an alternative ap- 
proach is to establish indemnity on 
an agreed basis, such as a fixed dol- 
lar amount per day or week of total 
shutdown, with a ratable proportion 
for partial shutdowns. By this method 
the basis of loss settlement is agreed 
beforehand by both parties to the con- 
tract, regardless of conditions which 
might prevail during the shutdown 
period, whereas normally the indem- 
nity payable is related directly to 
what the business would have done 
had there been no loss. For this rea- 
son, the fixed policy may not provide 
full indemnity unless all factors re- 
main relatively stable. 


A further variation is to fix the in- 
demnity as an agreed dollar amount 
applicable to each unit of lost pro- 
duction, thus eliminating problems of 
earnings valuation and at the same 
time retaining flexibility in measuring 
the future trend of the business. 

While a business interruption in- 
surance policy is essentially an instru- 
ment to protect loss of earnings, there 
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are certain situations where the loss 
arises not so much from a cessation 
of earnings as from increased ex- 
penses of operation. Sometimes it is 
essential that business continue re- 
gardless of cost. This applies to orga- 
nizations like newspapers, public utili- 
ties or laundries which must serve 
their customers even if their physical 
properties are destroyed. 

In these cases the protection need- 
ed is the “extra expense” necessary 
to perform normal service, and a 
special type of insurance can be de- 
signed for this purpose. It is most 
important, however, to undertake a 
thorough analysis of the risk to make 
certain that a decision to limit pro- 
tection to “extra expense” does not 
overlook a potential earnings loss 
which should also be protected. Cov- 
erage can be arranged for both. 


Important Considerations 

Fundamental to all types of busi- 
ness interruption insurance are cer- 
tain basic conceptions which are ne- 
cessary to fashion an efficient instru- 
ment of earnings protection. One of 
these is “time”. Indemnity for loss of 
earnings under a business interrup- 
tion policy is payable during the shut- 
down of operations or curtailment of 
business. This time, referred to as the 
“period of indemnity”, must be clearly 
established in the policy, with the 
utmost care that full coverage is pro- 
vided for the maximum period of loss 
potential. 

Where the possible loss of earnings 
is primarily a function of production, 
i.e. markets are available as soon as 
production is resumed after a loss, the 
indemnity period can be limited to 
the time required to rebuild or re- 
place the destroyed property. On the 
other hand, where the loss potential is 
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more closely related to sales volume 
or turnover, it is expedient to provide 
for a period of indemnity terminable 
only when turnover has regained its 
normal level after a loss. This ex- 
tended period is necessary if lost mar- 
kets have to be rewon or if sales 
contracts are cancelled because pro- 
duction commitments cannot be ful- 
filled. 


To correlate values at risk with 
amounts of insurance carried, business 
interruption policies include an “av- 
erage’ or “co-insurance” provision. It 
requires the insured to maintain an 
amount of insurance equivalent to a 
specified proportion of the anticipated 
earnings of the business during a cer- 
tain fixed period (usually 12 months ) 
after the date of the loss. Failure to 
comply with this requirement makes 
the owner a partial self-insurer for 
any loss, and where the anticipated 
earnings trend of the business is not 
watched carefully, a serious “co-in- 
surance” penalty can develop. Some 
authorities have estimated the average 
co-insurance deficiency, as indicated 
by losses over the past few years, to 
be approximately 30%. 


Since forecasting the future of any 
business operation is no easy matter, 
various ways and means have been 
developed to lessen the risk of “co- 
insurance” penalties under business 
interruption insurance. One proced- 
ure is to purchase insurance in ex- 
cess of estimated requirements. Ar- 
rangements can usually be made to 
obtain a full return premium (sub- 
ject to a minimum retained premium ) 
after the policy has expired, on the 
amount of insurance which is in ex- 
cess of requirements as revealed by 
the insured’s most recent annual fi- 
nancial statement. Under these cir- 
cumstances, the premium is charged 
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only on the actual earnings value 
which has been at risk, and the dan- 
ger of a co-insurance penalty has been 
avoided. In other cases, it may be 
possible to arrange for a fixed amount 
of insurance, without any co-insur- 
ance or average requirement, such 
amount to be based on audited finan- 
cial statements filed by the insured 
with the insurance company quarter- 
ly or semi-annually, and adjusted ac- 
cordingly. Where the basis of in- 
demnity under the policy is adequate- 
ly valued at a fixed dollar amount per 
day of shutdown, there is no problem 
of co-insurance. 

Other provisions relate to loss 
settlements. The owner is obligated 
to take any necessary steps to reduce 
the extent of a loss and the insurance 
company is committed to assume the 
extra cost of such work, but only to 
the extent by which the loss is so re- 
duced. Expenses incurred by the 
owner in this manner are referred to 
as “expediting expenses”. 

Since business interruption insur- 
ance is concerned with what would 
have happened had no loss occurred, 
it is obvious that past results become 
an excellent guide for the future. Pro- 
vision is usually made in the policy 
to assess any loss in the light of the 
prior experience of the business and 
its probable future experience had no 
loss occurred. Thus judgment and 
compromise are the twin catalysts 
necessary for a successful settlement. 


Special Techniques 

Other facets of the business inter- 
ruption risk have called for special 
techniques of coverage. For example, 
a loss of earnings arising from inter- 
ruption of outside power or water 
supplies can be covered by specific 


amendment of the basic business in- 
terruption policy. If one plant de- 
pends on another for its raw ma- 
terials, a form of “contingent” busi- 
ness interruption insurance can be ar- 
ranged to protect the former from 
a loss caused by an interruption of its 
raw material supply. 

Should a plant be under construc- 
tion, a fire or other accident could 
seriously delay commencement of op- 
erations with consequent loss of an- 
ticipated earnings. Methods have 
been created to protect this risk not 
only against fire, windstorm, and ex- 
plosion but also against the many 
hazards which may arise during the 
installation of equipment. Special 
consideration is given to the risk of 
delay caused by non-delivery of 
equipment due to fire or other acci- 
dents occurring on the premises of 
plants supplying equipment, or acci- 
dents occurring while such equipment 
is in transit to the construction site. 

In some cases, an assessment of the 
risk may disclose the merits of a cer- 
tain measure of self-insurance. If 
so, provision often can be made for 
the self-absorption of small claims by 
commencing the policy indemnity 
only after a specified waiting period 
from the date of the accident. Al- 
ternatively, the agreed self-absorption 
of loss can be expressed as a dollar 
deductible in which event recovery 
for any claim is reduced by a set 
amount. 

Earnings, the “treasure” of a busi- 
ness, are subject to potential loss, 
large or small, by reason of physical 
damage to properties of the business. 
In most cases this risk should be 
transferred to insurance carriers by 
means of a business interruption in- 
surance. 
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The Organization and Operations 
of Canada’s Postal Services 


L. J. MILLS 


THe CanapiAN Postal Service, as 
we know it today, is the product of 
many generations of effort. It start- 
ed in 1705 when the first couriers 
carried mail between Quebec and 
Three Rivers. Canadian Postal Ad- 
ministration as such dates from 1851 
when the Imperial Government trans- 
ferred responsibilities for the postal 
service to the British North Ameri- 
can Colonies. During its long his- 
tory, it has developed a tradition of 
placing public service above all else, 
a tradition which has been inherited 
by present employees. Perhaps it is 
not unreasonable for the postal ser- 
vice to claim “Neither snow, nor rain, 
nor heat, nor gloom of night, stays 
these couriers from the swift comple- 
tion of their appointed rounds”. 


The Ubiquitous Public Service 

The postal service, which began so 
early in Canada’s history, has grown 
from those first couriers to an organ- 
ization of nearly 50,000 people. It 
affects more Canadians daily than 
any other government service, yet in 
all probability the average citizen 
knows little or nothing about its in- 
ner workings. He is only aware that 
when he drops a letter into a mail 
box on a convenient street corner, it 
reaches its destination by some means 


or other in a relatively short time. He 
knows little and possibly cares less 
about the size of the operation and 
organization of the “Canada Post 
Office”, as it is officially called. 

On the other hand, quite frequent- 
ly the slightest change in mail ser- 
vice or even the issue of a new post- 
age stamp stirs up public discussion 
and focuses attention on more or less 
external matters relating to the ser- 
vice. This encourages one to hope 
that potentially there is interest in its 
operations and organization. 


Organization Authorized by Law 

The Canada Post Office is a De- 
partment of the Federal Government 
established by authority of the Post 
Office Act, with headquarters in Ot- 
tawa. It is presided over by a Post- 
master General, who is “appointed by 
Commission under the Great Seal of 
Canada”. This same statute provides 
that the Governor in Council may ap- 
point a Deputy Postmaster General. 
Furthermore, such other “officers, 
clerks and employees as are necessary 
for the proper conduct of the Depart- 
ment shall be appointed, or em- 
ployed, in the manner authorized by 
law”. 

There are some fine distinctions in 
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this section of the Act that escape 
ready understanding. What is the 
difference between officers, clerks and 
employees? Actually they are all em- 
ployees. Furthermore, what is the 
difference between being “appointed 
or employed”? Those who are as- 
sociated with the postal service have 
little doubt in their minds that they 
are indeed “employed”. 


Functions of the Postmaster General 

The Postmaster General “shall ad- 
minister, superintend and manage the 
Canada Post Office”, and the follow- 
ing powers, among others, are vested 
in him by statute: 

1. To establish and close post offices 
and postal routes. 

2. To appoint postmasters and as- 
sistants when such appointments 
are not otherwise provided by law. 
This is a rather unique power 
and responsibility in this par- 
ticular Government Department. 

3. To establish systems for: 

(a) Registration of mail 

(b) Special delivery of mail 

(c) Parcel post 

(d) Insurance of mail 

(e) Cash on delivery of mail 

(f) Transmitting money by postal 
remittances 

(g) Post office savings. 

4. To make postal agreements with 
any country or independent postal 
administration. This power, in- 
cidentally, is an unusual one in 
that it allows the Post Office De- 
partment to negotiate and make 
arrangements and agreements di- 
rectly with foreign countries and 
their postal administrations. 

5. To establish, maintain and dis- 
burse a fund for losses resulting 
from default or neglect of postal 
employees or mail contractors. 
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6. To decide what is a letter, what is 
and is not mailable matter. 

7. To determine the classification of 
mail or mailable matter and the 
rate of postage applicable. 

The Postmaster General, with 
some statutory modifications, has the 
“sole and exclusive privilege of col- 
lecting, conveying and delivering 
letters within Canada”. In addition, 
he has the authority to establish, for 
the systems which he may operate, 
the fees to be charged for the services 
given. He is also given the unusual 
power of paying directly from postal 
revenue (as opposed to paying from 
Parliamentary appropriation) certain 
relative charges, such as indemnities 
payable under the registration of mail 
system, amounts relacing to loss or 
damage of insured mail, etc. 

The Postmaster General may dis- 
burse directly from postal revenue 
the remuneration paid to certain 
groups of employees. Furthermore, 
he may pay directly for losses due to 
fire, theft and forgery, and make pay- 
ments to foreign countries as required 
under the agreements he has entered 
into. Here again, it is quite extra- 
ordinary that Parliamentary appropri- 
ations are not necessary. 

The Public Printing and Stationery 
Act provides that all public printing 
be done through the Department of 
Public Printing and Stationery. How- 
ever, the Post Office Department has 
the authority to manufacture or print 
postage stamps and other stamped 
postal items. It also has the power 
to manufacture or print any instru- 
ment or document required for its 
system of transmitting remittances. 


What the Canada Post Office Does 


Obviously the primary job of the 
postal service is to carry mail, and it 
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carries between 3 and 3% billion 
pieces of it each year. This represents 
mountains of mail, and anyone who 
might stand in one of the larger post 
offices at a peak business period 
would be surprised to learn that only 
the occasional item is delayed or lost. 

The service carries about 7,700,000 
ton-miles of mail by air each year on 
routes with a total mileage of about 
33,000 miles, at a cost of approx- 
imately $11 million. 

The land mail services, which in- 
clude almost 12,000 rural routes, an- 
nually travel some 35 million miles. 


There are 146 railway post offices 
manned by railway mail clerks who 
travel approximately 52 million miles 
a year. The Department’s railway 
mail service costs about $14% million 
a year. 

Mail service by water costs about 
$2.2 million per year. 

It is interesting to note that about 
150 million pieces of mail are author- 
ized by statutes and regulations to be 
carried free in a year. 

The Canada Post Office operates 
what is probably one of the most 
modern money order systems in the 
world. Each year it issues a total of 
some 49 million money orders, valued 
at approximately $726 million. This 
means that 160,000 orders, having a 
value of $2,400,000, are issued by post 
offices every working day of the 
week. The fees paid by the users of 
the postal money order system 
amount to approximately $6,600,000 
a year. For over 6 years the postal 
system has used a punched card form 
of order and has applied to its ac- 
counting and auditing methods very 
economical and efficient procedures. 
At the present time it is experiment- 
ing with the issue of postal money 
orders by specially adapted adding 
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machines which will give additional 
protection and simplify the account- 
ing, in addition to speeding up the 
service at the postal wicket. The 
postal money order system extends to 
over 200 countries and independent 
postal administrations. 

The Department’s cash on delivery 
service is used much more exten- 
sively than is generally realized. 
Something in excess of 7 million items 
a year are handled on a C.O.D. basis. 

The Canada Post Office also op- 
erates a savings bank with $35% mil- 
lion on deposit in 320,000 accounts. 
This service is not very widely 
known, but is found useful by many 
patrons because there are 1,500 post 
offices authorized to conduct this type 
of business and hours of service are 
convenient. 

There are many sundry services 
which the Department offers to the 
public and other Departments of 
Government. For instance, post 
offices sell unemployment insurance 
stamps and unemployment insurance 
meter impressions on behalf of the 
Unemployment Insurance Commis- 
sion. These sales amount to just 
under $97 million a year. A modest 
charge is made to the Unemployment 
Insurance Commision for this ser- 
vice. 

It also accepts approximately $34 
million a year in annuity payments on 
behalf of the Department of Labour. 
This service is likewise rendered for 
a very reasonable fee. 

Rural directories which are pre- 
pared and sold by the Post Office De- 
partment are used quite extensively 
by direct mail advertisers. 

The philatelic service at the head- 
quarters of the Department is used 
very extensively by stamp collectors. 
Between 25,000 and 30,000 orders 
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valued at from $300,000 to $400,000 
a year are processed in this section. 


It is evident from what has al- 
ready been said that the Canada 
Post Office Department is indeed big 
business. Its gross revenues for the 
fiscal year 1955-56 totalled $158 
million made up as follows: 


Postage supplies sold $ 75,600,000 


Postage meters and registers... 58,900,000 
Postage paid in cash . 11,800,000 

Total postage $146,300,000 
Rental of post office boxes... 1,500,000 
Fees on postal money orders. 6,600,000 


Profit on foreign exchange. ... 150,000 
Revenue from foreign 

postal administrations 2,800,000 
Miscellaneous revenue 950,000 


Gross postal revenue $158,300,000 
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The total moneys received by the 
Department amount to about $1,025 
million a year. 


Personnel Organization 

It might be expected that business 
of these proportions would require 
an elaborate, even complicated, or- 
ganization, but quite the opposite is 
the case. 

The staff of 50,000 is controlled 
through 12,000 post offices and 18 
district offices, plus a headquarters 
organization of about 1,000 em- 
ployees. A sketchy outline of the 
overall organization of the Depart- 
ment is shown in the chart which ap- 
pears below: 


| 
THE POSTMASTER GENERAL 


| 
THE DEPUTY POSTMASTER GENERAL 


5 REGIONAL DIRECTORS 


| 
HEADQUARTERS ORGANIZATION 


r 
14 District Directors: 


St. John’s London 

Halifax North Bay 
Saint John Winnipeg 
Quebec Saskatoon 
Montreal Edmonton 
Ottawa | Calgary 

Toronto | Vancouver 


61 Area Superintendents: 
4 to 5 in each district 


Postmasters 





4 District Postmasters: 
Montreal 
Toronto 
Winnipeg 


Vancouver 


Postmasters of: 
13 staff offices 
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CANADA’S POSTAL SERVICES 


Problems of Personnel 


The size of the Canadian Postal 
Service creates many problems, es- 
pecially relating to staff. There are 
difficulties in ensuring, in the first 
place, that staff are given uniform in- 
structions regarding procedures and 
service and, in the second place, that 
they are trained adequately so that 
they may understand the authorized 
systems and procedures. 

A highly skilled training organ- 
ization, using the most advanced 
techniques, has been set up to meet 
this need. In recent years, too, a 
concentrated effort has been made to 
provide even relatively junior staff 
at headquarters with the opportunity 
of working for as long as a year in 
post offices and district offices. In re- 
turning to their normal duties at 
headquarters, they then have a fuller 
appreciation of the problem in the 
operating service. 

Furthermore, a great deal of work 
has been done to establish an effect- 
ive and modern employee develop- 
ment program, a very important part 
of which is an appraisal system which 
reviews the capabilities and develop- 
ment needs of all supervisors. 


The Department is now applying 
modern techniques to the problem. 
Many employees have taken courses 
on work simplification and are en- 
couraged to subject their daily jobs 
to detailed objective analysis by mod- 
ern work simplification procedures. 
Furthermore, the Department has 
been cooperating energetically in the 
overall Government Service Sugges- 
tions and Awards Plan, which stimu- 
lates, particularly among junior em- 
ployees, a desire to improve proced- 
ures that only they, in many cases, 
are in a position to observe in detail. 


It is true that the size of the 
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Canadian Postal Service brings with 
it special problems in maintaining 
adequate facilities and equipment for 
the postal services of a country ex- 
panding with the phenomenal speed 
that Canada has been developing in 
recent years. 

It is probably true that the De- 
partment’s salvation in all these mat- 
ters depends to no small degree upon 
the extensive decentralization of re- 
sponsibilities which are effective in 
the postal service. In the final anal- 
ysis the service is given by many 
relatively small post offices manned 
by people aiming conscientiously to 
offer the best possible service to the 
patrons served by their offices. 


Progressive Business 


While the Canada Post Office is 
old and big, it is also progressive. 
This may seem paradoxical when one 
remembers that most of the mail is 
still carried on men’s backs at some 
stage of the mail handling process 
and that in some places very ancient 
modes of transportation, such as the 
ice canoe and the dog team, are still 
used. However, at the same time the 
aeroplane and helicopter play their 
part. While clinging to what is old, 
if it is efficient and economical, the 
post office does, to a degree little 
known, avail itself of the most 
modern devices. Larger post offices 
are eguipped with miles of conveyor 
belts and gravity feed chutes. The 
Department has done a great deal of 
research and development in the use 
of electronic equipment for the fac- 
ing up and sortation of mail. These 
are operations which, since the begin- 
ning of postal services, have been 
performed by hand. Mechanical 
sortation equipment has also been re- 
cently installed on a test basis. To an 
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increasing degree, vending machines 
are being installed in line with the 
modern trend in servicing the public. 

The postal service, like industry, 
makes use of modern time-study 
methods, and applies work measure- 
ment to many of its operations. These 
techniques aid not only mail han- 
dling, but also office work, par- 
ticularly as it relates to typing, 
punched card sortation and posting 
machines. 

It is perhaps not known generally 
that the salary increase of many 
postal employees depends upon man- 
ual dexterity and accuracy, deter- 
mined by annual examination. 


Punch card accounting of revenue 
and the auditing of 1,600 post offices 
cash accounts each day has been in 
effect for many years. An average of 
about 190,000 paid money orders a 
day are sorted by mechanical means. 
It is interesting to note that paid 
money orders are audited and filed in 
Ottawa within approximately three to 
four weeks of the date of payment, 
regardless of where they are paid. 


In common with modern industry, 
the best possible use is made of a 
good public relations organization. 
This group, as the Deputy Postmaster 
General pointed out some time ago, 
do not run around with bugles at 
their lips blowing the merits of the 
postal service, but carry oil cans in 
their hands to ensure that thg ma- 
chinery runs smoothly. 


Bigness and Progressiveness not 
All-Important 

It is necessary for the postal ser- 
vice to remind itself constantly that 


bigness and progressiveness are not 
of themselves virtues. Most postal 
employees appreciate that the Can- 
ada Post Office exists primarily to 
give good, efficient, economical pub- 
lic service on an individual basis. 

It has to be remembered, however, 
that there is almost no limit to the 
extent of the service which the De- 
partment could give, if money were 
no object. For instance, to give the 
ultimate in service, mail would have 
to be collected from the public in 
time to go out on every mail des- 
patch, and there would have to be a 
delivery for every despatch of mail 
received. This is obviously im- 
practical. There is, therefore, a great 
deal to be said for the policy which 
has been followed for many years of 
keeping in a general way the dis- 
bursements of the Departments with- 
in the total amount of its receipts. 
This is an arbitrary but effective con- 
trol. 

As has been intimated earlier, the 
efficient economical public service 
which is normally given through the 
Canada Post Office results, in the 
main, from the daily efforts of 
many little people — people who in 
most cases are very close to those 
served. They include the letter car- 
riers, the wicket clerk, the mail sorter, 
the mail courier and the postmaster 
in the crossroads general store, or 
perhaps in the room of some modest 
rural home. The fact that efficient 
and economical postal operations de- 
pend on the cooperative effort of so 
many conscientious individual people 
is the strongest possible guarantee of 
continued public service of a high 
calibre. 
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The Role of Communications in 
Integrated Data Processing 


T. E. MUNFORD 


Durinc THE past few years, business- 
men have become more and more 
aware of the vast amount of valuable 
information which lies hidden in the 
data available from the day-to-day 
operations of their business. The idea 
of integrating the data producing ac- 
tivities in the company’s operations to 
enable the modern data producing 
equipment to extract this information 
has sparked a widespread interest in 
what is commonly known as I.D.P., 
that is integrated data processing. 

Integration means the linking to- 
gether of the data producing opera- 
tions which go on at separate and 
often geographically scattered loca- 
tions in such a way that the data pro- 
duced at the various sources is ex- 
pressed in a common language form 
so that it can be read by other ma- 
chines in the system. Punched paper 
tapes, cards, magnetic tape and mag- 
netic drums are a few of the common 
languages in which data can be re- 
corded. 

In an I.D.P. program, communica- 
tions is the bridge connecting the 
points where data originates and the 
points where it is to be used or pro- 
cessed. This article has been written 
to explain how the facilities, tech- 
niques and services offered by Can- 


ada’s railway communications and 
telephone companies lend themselves 
to the interchange of data. A brief 
summary of other methods available 
for moving data is also included. 


Communications circuits are ideally 
suited for use in the interchange of 
data. Because of this, many units of 
business machine equipment available 
today were developed for the express 
purpose of facilitating the interchange 
of data via communications circuits. 
More are on the way. The adoption 
of 5-channel tape by business ma- 
chine suppliers was a natural event 
because of the need of fitting the op- 
erations of the data sources of organ- 
izations together through the medium 
of communications. The development 
of such equipment as I.B.M.’s data 
transceiver and the magnetic tape to 
magnetic tape MTM Transrecorder of 
Remington Rand are other examples 
of this trend in business machine de- 
velopment. 

Today’s trend towards decentraliza- 
tion of business and industry has 
created a heavy demand for com- 
munications. To meet this demand 
Canada’s communications companies 
are expanding their plant at maximum 
speed. At the present time there are 
very few areas in Canada requiring 
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communications which cannot be pro- 
vided with service. The provision of 
circuits for the transmission of digital 
and coded information over these 
same facilities for integration with 
business machines is a problem which 
is engaging the increased attention of 
communications companies. 

Except for those which have been 
using communications for years, most 
companies do not understand too well 
the role that communications can 
play in data processing operations. 
There are various classes of service 
available in I.D.P., and some of the 
integrated data processing applica- 
tions would not be possible without 
the aid of reliable communications 
circuits. 


Record or Written Communications 


In general, record or written com- 
munications as they exist today trans- 
mit traffic in the form of telegrams 
and teletype messages which are sent 
and received in a printed form. The 
preparation of data for I.D.P. results 
in coded information which may not 
be intelligible in the accustomed 
sense. The transmission of such data 
is generally not produced as a printed 
document but rather as a tape which 
is more suited for input at a data pro- 
cessing centre. Such transmission is 
nevertheless telegraphy in every sense 
of the word. The technical problems 
involved in the handling of punched 
paper tapes and in the transportation 
of business machine information from 
one point to another are those long 
familiar to the telegraph companies. 

The standard private wire teletype 
facilities which are available range all 
the way from point-to-point service 
where the messages are sent directly 
from a teletype keyboard, to huge 
networks of circuits. In the latter 
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arrangement messages are prepared 
in the form of 5-channel common lan- 
guage tape. These tapes are inserted 
in a unit which will send the intelli- 
gence automatically as soon as the 
circuit is available. Directions for 
routing traffic to their correct destina- 
tion are punched in the tape at the 
beginning of the message. These 
coded directions which tell the com- 
munications equipment how to route 
the message are similar to the pro- 
gram codes which direct data through 
a processing procedure in a computer. 


In The Canadian Chartered Ac- 
countant, November 1956, the units 
of teletype equipment suited to data 
processing applications were de- 
scribed. To recapitulate. the basic 
units are: 


Perforators and Reperforators or 
punches for producing 5-channel 
common language tape either in- 
terpreted or uninterpreted. 

Transmitters or readers for sensing 
and sending the codes in 5-chan- 
nel tape. 

Page printers with or without key- 
boards. These are similar to elec- 
tric typewriters. They translate 
the 5-channel codes and type the 
page copy or copies required. 
Printers may be equipped with 
sprocket feed, horizontal tabula- 
tion and vertical tabulation or 
form setting te assure registra- 
tion in form transmission. 


By means of auxiliary apparatus, 
combinations of these basic units can 
be programmed to: 


Start and stop transmitters for 
manual or automatic insertion of 
data. 

Control one or more slave punches. 

Insert codes automatically at pre- 
determined positions. 
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Integrate (marry) two or more 
properly coded tapes. 


Selectors 

Where more than two stations share 
the same private wire circuit, selectors 
can be provided to enable the sta- 
tions to direct traffic to only those 
stations for whom it is intended. 
Where transmission on the circuit is 
from 5-channel tape, automatic select- 
ors are generally employed. Selection 
codes are punched in the tape at the 
beginning of the messages and termi- 
nation codes are punched in at the 
end. These codes tell the selector 
equipment which stations to turn on 
and, at the end of transmission, that 
the circuit is available for use by 
the next station. 

One interesting type of selector has 
a “priority” feature. This could be 
used to advantage where there is a 
quirement to add data transmission to 
a message circuit without interfering 
with the availability of the circuit for 
message transmission. The priority 
feature would ensure that no data 
tapes would be transmitted as long as 
there are messages waiting and the 
data transmission would automatically 
fit itself into the slack periods of the 
day. 

To guard against lost messages on 
selector operated circuits, a sequence 
message count of each message to a 
station is inserted at the beginning of 
each message and a daily confirma- 
tion of the messages sent and received 
by each station is exchanged. Estab- 
lished routines are followed by the 
receiving station operator when a 
missing or open number is detected. 


Switching Centres 
. Where the volume of a company’s 
message and data handling requires 
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more than one circuit, it is necessary 
to provide a means of interconnection 
between the circuits for the proper 
distribution of traffic. This is accom- 
plished by means of switching cen- 
tres. Messages are received at the 
switching centre on printed perfor- 
ated tape. This tape is routed through 
the transmitter which is connected to 
the proper circuit. 

There are several types of switching 
centres available, each designed to 
handle a different level of traffic 
volume and number of interconnected 
circuits. Some are what are known as 
“torn tape” centres in which the mes- 
sages and data are received on inter- 
preted chadless tape for easy identi- 
fication and handling by the operat- 
ors. The received tapes are separated 
by manually tearing the tape. The 
separated tapes are inserted in the 
transmitters connected to the circuits 
to which the tapes are to be sent. 

In another type of switching centre, 
traffic to be switched is received on 
an interpreted tape which is not torn 
but feeds directly into a floating trans- 
mitter. The operator reads the direct- 
ing information on the tape to deter- 
mine the destination of the message 
and pushes the appropriate push but- 
ton to connect the transmitter to the 
proper circuit. Fully automatic sys- 
tems are also available. Routing 
codes, preceding messages received at 
the switching centre, automatically 
direct the traffic to the correct circuit 
and station. 

Since the routing of traffic on se- 
lector operated circuits and through 
a switching centre is determined by 
the codes preceding each message 
and not by the message context, it can 
be seen that these services are admir- 
ably suited to the interchange of 
data. 
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An interesting application of 
switching centres to meet the require- 
ments of message and data transmis- 
sion is that of Sylvania Electric in the 
United States, where almost 100 
plants and branches are interconnect- 
ed through three torn tape switching 
centres. The torn tape centre at 
Camillus has a specially designed 
automatic switching system associated 
with it and all data messages are di- 
rected to it. By means of a 3-code 
data routing character such as DPH 
— payroll hourly and DPM — payroll 
monthly, preceding each block of sim- 
ilar traffic, the data traffic is auto- 
matically sorted into separate data 
storage reels. The reels of sorted data 
paper tapes are removed periodically 
and converted into magnetic tape for 
input to a Remington Rand Univac. 

Recently six branch offices in On- 
tario and Quebec have been connect- 
ed to this network. It is significant 
that this network uses standard high 
grade private wire circuits and the 
only form of error detection used is 
a “nonsense check” code which will 
be described later under “Error De- 
tection”. 


Datagrams 

The Canada-wide facilities of the 
telegraph companies use 5-channel 
code transmission throughout for the 
transmission of telegrams. Telegrams 
are prepared in tape form, prior to 
being sent to their destination. While 
these networks of circuits were estab- 
lished for the transmission of mes- 
sages in the form of telegrams they 
can also be effectively used for the 
transmission of data tapes. If so used, 
5-channel data tapes would be de- 
livered to the telegraph companies for 
transmission. An identical interpreted 
tape would be delivered to the ad- 


dressee with a page copy of the codes, 
if required. 

Where time is a factor, companies 
having a small daily volume of data 
originating at widely scattered points 
or those having peak volumes occur- 
ring weekly or monthly may find it at- 
tractive to consider the application of 
such possible services to their needs. 


Interrogation Data Systems 


The storage capacity and high ac- 
cess speed of electronic memory de- 
vices make possible the large number 
of data processing applications which 
can be lumped under the heading of 
“Interrogation” systems. Systems of 
this type are usually characterized by 
a large number of outlying stations 
that wish to interrogate or question 
a central memory and receive an im- 
mediate answer. Another character- 
istic of these systems is that the 
amount of data contained in the re- 
quest from the outstation to the cen- 
tral memory and the reply from the 
memory is usually very small. Since 
the time required to transmit a re- 
quest and reply can usually be ex- 
pressed in seconds at teletype speeds, 
these systems do not generally require 
“high speed” circuits. 

Such a service is presently in exist- 
ence in Toronto. Brokers in the city 
of Toronto can request the latest bid 
and asked price of a stock on the 
Toronto Stock Exchange by using a 
dial mounted on a ticker machine to 
dial the stock number. The informa- 
tion requested is printed out im- 
mediately on the ticker. 

In this example, all the equipment 
associated with this service is sup- 
plied by the communications com- 
pany. Also, the service is limited to 
the city of Toronto. In other cases 
communications companies would 
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supply only the long distance and 
local circuits linking the customer’s 
equipment at the various outstations 
and the memory device at the central 
computer. 

Other examples of the use of inter- 
rogation systems would be for air- 
line, hotel or train reservations, credit 
checking, inventory control, etc. 


Telemetering 


In its simplest form, telemetering 
may be defined as a system in which 
measurable quantities, such as pres- 
sure, temperature, flow, voltage, posi- 
tion, etc., are transmitted via com- 
munications to operate recording de- 
vices at a central point. The distances 
involved may be only a few hundred 
feet in systems for process control in 
a plant, but may be thousands of 
miles to provide centralized control 
for a pipe line. 

In the more complicated data re- 
duction systems, analog readings are 
translated into digital form and tem- 
porarily stored in some such medium 
as 5-channel tape. This data can be 
automatically fed into a communica- 
tions network and reproduced at a 
central accounting or control point as 
source data for I.D.P. Communica- 
tions systems of this type can provide 
for the pick-up of data from a number 
of outlying points either simultane- 
ously or in sequence. Automatic fea- 
tures can be provided for unattended 
operation at the source points. Sys- 
tems of this type are made practical 
through the use of interconnecting 
communications. 


Error Detection and Correction 
Probably the most frequent ques- 
tion which communications people 
are asked concerns the possibility of 
errors in the transmission of data. Due 
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to the major advances in the design 
and application of communications 
equipment and circuits, present tele- 
graph facilities are very stable. The 
degree of accuracy in transmission is 
very high, being much greater than 
the rate of typographical errors in 
punching. These circuit facilities are 
satisfying the requirement of many 
I.D.P. systems. 

However, perfect accuracy is one of 
the objectives of I.D.P. Considerable 
progress is being made in research di- 
rected towards error free transmis- 
sion, especially that which is being 
carried on within the framework of 5- 
channel code transmission so that 
existing communications plant can be 
used effectively for data transmission. 

A 5-channel parity check system 
has been developed. As traffic is trans- 
mitted, a parity check code is auto- 
matically inserted after each block of 
seven characters. This check char- 
acter provides an odd parity marking 
as represented by every eighth char- 
acter. The method of odd parity 
marking is unusual in that the pulse 
markings are counted longitudinally 
as opposed to vertically. For ex- 
ample, if the pulse marking count is 
even in channel 1 for the block, then 
a pulse mark is added as the first 
pulse of the eighth character. If the 
pulse marking count is odd, then no 
pulse mark is inserted, etc. 

The number of characters in a 
block and, therefore, the spacing be- 
tween the check characters can be 
any number, but will be fixed for a 
given system. It is most important to 
recognize that the larger the number 
of characters between parity mark in- 
sertions, the greater the probability 
for experiencing a compensating 
error. 

Communications circuits can be 
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provided which are capable of recog- 
nizing and correcting the types of 
errors detectable in the seven unit 
code. These circuits use a 5-channel 
paper tape for transmission and re- 
produce a 5-channel tape at the re- 
ceiving end. Simultaneous two-way 
operation is available when required. 
Each received character is checked 
for errors before being punched in the 
tape. When an error is detected, the 
transmitter is automatically requested 
to resend the incorrect character. This 
automatic correcting prior to punch- 
ing the tape at the receiving end 
meets the requirements for unattend- 
ed operation. The simultaneous trans- 
mission in both directions can be a 
major advantage where two way in- 
terchange is required. 


Another system under development 
provides for error detection and cor- 
rection in the transmission of 5-, 6-, 
7-, or 8-channel codes. In this system 
data is prepared in blocks. Upon re- 
ceipt of an error character, the perfor- 
ator will stop creating tape and at the 
end of the data block the transmitter 
will be notified that an error has been 
received. A delete-this-block character 
will be punched into the received 
tape after the errored character, and 
the transmitter will reset the tape and 
retransmit the block. 


These are not the only means of 
providing error-free received data, 
but were chosen to illustrate the point 
that data can be transmitted and re- 
ceived with accuracy. Since the 
length of the time required to trans- 
mit a “bit” is determined by the 
speed of the circuit being used and 
because the ‘bits” are transmitted 
sequentially, 6-, 7-, and 8-channel 
code transmission is progressively 


slower than 5-channel transmission. 
All error-detection systems at pres- 
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ent involve redundancy of some sort 
and this redundancy is generally paid 
for by a reduction in speed. What- 
ever form of error detection is used, 
it will cost money either for addition- 
al equipment, or in reduced circuit 
speed. An important point to con- 
sider when evaluating the require- 
ments for error detection is that if 
the cost of an occasional error is X 
dollars and the cost of error-detecting 
devices is somewhat more than X dol- 
lars, then it becomes cheaper to ac- 
cept the errors, and provide a differ- 
ent means of check. There are ap- 
plications where summary totals, etc., 
will show that errors have occurred. 
Because of the stability of communi- 
cations circuits, it may be cheaper to 
find the mistake than to pay for a 
seldom useful checking device. 


‘One method of checking for errors, 
which has proved successful, is called 
a “nonsense check” total. This has 
particular application to payroll sys- 
tems and, as mentioned previously, is 
being used in Sylvania’s data system. 
Data for transmission is prepared in 
5-channel tape form on an adding 
machine. At the end of each block 
of data the total for all the unrelated 
digits in the block is perforated in 
the tape by the adding machine as a 
“nonsense check” total. The tape re- 
ceived at the data centre is “zero- 
balanced” either after being convert- 
ed to cards, or as the tape is being 
fed into a computer. If a block does 
not zero-balance, a request for re- 
transmission of that block is sent to 
the data source. 


The problem of error-free transmis- 
sion is also engaging the attention of 
the suppliers of business machine 
equipment. The IBM data transceiver 
makes possible direct card-to-card 
transmission. Data punched in the 
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cards is sensed and sent to a re- 
ceiving unit over either telegraph or 
telephone channels. When a card is 
received correctly the receiving unit 
sends back a check code to start trans- 
mission of the next card. When the 
receiving unit detects an error, trans- 
mission is stopped at the end of the 
card in which the error occurred and 
an alarm is given. 


The Remington Rand MTM Trans- 
recorder is a magnetic tape to mag- 
netic tape system, providing both 
error detection and correction. Data 
is transmitted in blocks and is read 
into a buffer storage at the receiving 
terminal. Each code is checked for 
errors. If there are none, the block 
is read out on to magnetic tape and 
the next block is transmitted. If an 
error has occurred, the block is 
dumped and an automatic request for 
retransmission is sent back. 


The Teledata Tape Transmitter- 
Receiver developed by the makers of 
Flexowriters will soon be announced. 
This unit provides for the transmis- 
sion over the telegraph circuits of 5-, 
6-, 7- or 8-channel tape. Error detec- 
tion is provided by means of a parity 
check arrangement and transmission 
is stopped when errors are detected. 

New equipment of this type will 
continue to come on the market to 
meet the requirements for the error- 
free interchange of data via commun- 
ications. 

So far in this article consideration 
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has been given only to those means of 
transporting data which require com- 
munications circuits. Other more ob- 
vious methods exist and may prove 
entirely adequate in many I.D.P. ap- 
plications. 


In some instances where all the 
data sources are in close proximity, 
such as in the same plant or in the 
same city, messengers or delivery 
trucks can be used for the movement 
of data. Also, where they are more 
widely scattered geographically and 
where some time delay can be toler- 
ated, mail or express deliveries, which 
are relatively inexpensive, should be 
considered. 


In addition to their low cost, the 
advantages of these arrangements are 
that if the originating data is cor- 
rect, no checking at the receiving 
point is necessary. Also all forms of 
data — paper tape, cards, magnetic 
tape, etc. — can be transported equal- 
ly well. The above means of moving 
data might also prove effective in in- 
itiating an I.D.P. program with a 
minimum of cost or in the pilot 
stages, where the office methods are 
being tested out. 


A number of effective data systems 
are in operation today and many 
more are under active study. The 
major expansion of data processing in 
Canada will depend, to a substantial 
degree, on those services which can 
provide fast accurate interchange of 
data. 


This article is one of a number to be published on electronic data pro- 
cessing. As a public service, reprints of the entire series will be available 
later in a single volume at a nominal cost. Enquiries should he sent to:— 
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69 BLoor STREET EAST 
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Accounting Research 


This month George G. Richardson, 
F.C.A., past chairman of the C.I1.C.A. 
Committee on Accounting and Audit- 
ing Research, contributes a note in 
the current series on depreciation and 
tax accounting. 


Dors DIMINISHING BALANCE DEPRE- 
CIATION RESULT IN REAL AND 
PERMANENT TAX SAVINGS? 


An article by J. W. Crowe, C.A. on 
depreciation and income taxes, pub- 
lished in The Canadian Chartered Ac- 
countant, July 1956 contained an ex- 
haustive analysis of the effect of 
adopting the recommendation of Re- 
search Bulletin No. 10 in a variety of 
circumstances, such as with continual 
increases in fixed assets due to growth 
or inflationary influences or with mere 
replacement at existing price levels. 
The profession is greatly indebted to 
Mr. Crowe for one of the finest statis- 
tical analyses which has yet been pub- 
lished in the journal. But it is sub- 
mitted that the conclusions which he 
draws are not warranted. 


Summary of the Case 

At the risk of presenting Mr. 
Crowe's case unfairly, the following 
summary of it has been prepared to 
facilitate discussion of his principal 
conclusions. He states: 

1. Far-reaching decisions have been 
made based on examples of single as- 
sets and the conclusions thus reached 
have been assumed to be equally 
true in a going concern with many 
assets. In the case of a single asset 
it can be argued (as the C.I.C.A. 


Director of 
Research, C.I.C.A. 


Committee on Accounting and Audit- 
ing Research in effect did) that the 
reduction in tax in the first three years 
is not a real saving but only a post- 
ponement of tax, that is an interest- 
free loan from the government. There 
is merit in the recommendation of 
Bulletin No. 10 to defer such credits 
to future years. 


2. On the other hand, in a multi- 
asset company the situation is differ- 
ent. A company with $10,000,000 of 
assets having a 10-year life, 50% de- 
preciated, which replaces these assets 
in equal annual amounts (1/10th each 
year) will achieve a “real and sub- 
stantial saving” by switching to the 
diminishing balance basis of deprecia- 
tion for tax purposes. Things do not 
come out in the wash — rather the 
savings are continually increased at 
a geometrically declining rate and in 
the long run are equal to the tax on 
one year’s additions or replacements. 
If lower rates of depreciation are as- 
sumed and a corresponding reduction 
is made ia the rate of replacement, 
the answer will still be a reduction in 
tax of an amount equal to one year’s 
replacements. If the accumulated de- 
preciation at the start is less than 507, 
the ultimate saving is increased and 
vice versa. 


3. In an expanding concern with 
a uniform rate of expansion, capital 
cost allowances will never in any year 
be less than the corresponding 
straight line depreciation provision, 
and the difference in the accumulated 
amounts will continue to grow. There 
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is no tendency for this large “tax sav- 
ing” ever to become payable to the 
government. Inflation will bring 
about the same result as growth in 
physical facilities. 

4, Only with a nil rate of expan- 
sion is there any tendency for annual 
capital cost allowances and book de- 
preciation to become equal. Yet even 
with a nil expansion rate, there is 
normally no tendency for initial tax 
savings to be lost, unless there is an 
actual decline in the company 
through failure to replace existing as- 
sets. 

5. In practice, construction may be 
highly spasmodic which causes the 
“tax saving” to vary sharply from year 
to year but does not tend to diminish 
such saving. 


6. The real problem is not whether 
or not to reserve all the annual re- 
ductions in tax since most of these 
normally represent real “savings”. The 
problem may be to do something re- 
garding the sharp fluctuations. Assum- 
ing that in a year a company spends 
say $15,000,000 as opposed to a nor- 
mal expenditure level of $10,000,000, 
“there is no sense in reserving the en- 
tire tax saving since this company can 
probably expect to save appreciable 
sums every year through using dimin- 
ishing balance depreciation”. Assum- 
ing that no depreciation was charged 
in the year of acquisition, the tax re- 
duction on the excess of expenditures 
over normal in the first year would 
be 47% of 20% of $5,000,000. Mr. 
Crowe therefore suggested there 
would be an argument for reserving 
say 10% of $5,000,000, or $500,000, to 
eliminate the abnormal tax reduction. 
Similarly if expenditures in the next 
year are $3,000,000 less than the com- 
pany’s usual pattern, then 10% of $3,- 
000,000 might be brought back into 
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income. This would avoid “the trap 
of a reserve growing to almost fan- 
tastic heights. It would also not make 
the error of seriously understating 
long term real income.” 

7. In this process it would only be 
necessary to make an adjustment in 
the year in which an abnormally high 
or abnormally low expenditure was 
made: in the second and succeeding 
years the distortion would be less and 
could be ignored. 


Expansion or Replacement 
Assumptions 

In considering Mr. Crowe’s proposi- 
tion, it would be interesting to study 
not only hypotheses of a constant rate 
of expansion or replacement but also 
the past history of numerous com- 
panies, large and small, over a period 
of say 25 years to see what pattern 
of expenditures on growth or replace- 
ment was indicated and to what ex- 
tent the variations in these patterns 
would have affected the tax reduc- 
tions from year to’ year. Important 
questions are: 

(a) In a typical company, is it pos- 
sible to make a valid estimate of 
average capital expenditures over 
any considerable period, or would 
such estimates not change fre- 
quently to a substantial extent, 
based on many factors such as 
economic conditions, competition, 
technical progress, etc.? 

(b) Granted that estimates of a sort 
can be made, is it reasonable that 
a company’s income should be af- 
fected in the manner recommend- 
ed by the adoption of such an esti- 
mate of normal annual capital ex- 
penditures? 

In applying Mr. Crowe’s proposal, 
it will be seen that if an estimate of 
average annual expenditures on a cer- 
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tain type of fixed assets of $1,000,000 
per annum is adopted, the deviation 
from normal which he would adjust 
would be one thing, while if an 
estimate of $2,000,000 were adopted 
it would be something different. Thus, 
two companies with identical earnings 
figures in other respects might pre- 
sent quite different records of earn- 
ings merely because the first com- 
pany’s management made an optimis- 
tic estimate of future expansion or re- 
placement and the second company’s 
management made a _ conservative 
estimate. 

The use of an estimated annual rate 
of future capital expenditures as an 
important determining factor in arriv- 
ing at earnings can hardly be con- 
sidered an objective basis or one on 
which an auditor could reasonably 
form an opinion. 


Is There a Real Saving? 

Even more fundamental is the 
proposition put by Mr. Crowe that 
the tax reduction which follows from 
claiming capital cost allowances in ex- 
cess of recorded depreciation is, to a 
large extent, a “real saving” in the 
case of a multi-asset company with 
prospects of expansion or at least no 
prospects of decline. 

This argument amounts to a claim 
that because of an assumed growth 
(or at least maintenance) of fixed as- 
sets, the deferred credit which Bul- 
letin No. 10 recommended should be 
set aside will never become payable 
to the government. Indefinite post- 
ponement is thus equated to a real 
saving. The C.I.C.A. Research Com- 
mittee did not accept that proposi- 
tion, although it did consider that, 
pending further development of ac- 
counting practices, an alternative 
method based on disclosure by way of 
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footnote would have to be considered 

satisfactory. 

In considering Mr. Crowe’s proposi- 
tion that there is a real saving, three 
questions arise: 

(a) Is it correct to ignore the accumu- 
lated tax reductions (except for 
fluctuations from some assumed 
normal pattern) merely because, 
on a presumption as to what will 
happen in future, the amount will 
continue to increase? Accountants 
do not ignore other items of a 
similar nature, e.g. unearned 
finance charges in a finance com- 
pany, merely because the com- 
pany is growing and the amount 
can be expected to increase. At 
best the rate of expansion of a 
business is a matter of great un- 
certainty as the experience of the 
1930’s showed. Furthermore, in 
many companies expansion, al- 
though continuous, may occur at 
infrequent intervals in large units, 
and in between there may be 
many years in which the capital 
cost allowance will be less than 
book depreciation, which may 
greatly reduce the accumulated re- 
duction, even though it does not 
completely eliminate it. 

(b) Is the view that the accumulated 
tax reduction must be regarded as 
a pool the only tenable view? Is it 
not equally tenable to consider the 
reduction as being applicable to 
individual assets? Viewed from 
the standpoint of individual assets, 
the accumulated tax reduction is 
continuously turning over, the 
earlier credits being gradually ex- 
hausted and new credits arising as 
additional assets are acquired. 

(c) Even approaching the subject 
from the standpoint of a group of 
assets, is the tax reduction a real 





a ioe oe |e 








ACCOUNTING RESEARCH 


saving in the light of the differ- 
ence in price which purchasers are 
prepared to pay for fixed assets 
as opposed to acquiring the assets 
indirectly through the purchase of 
shares when there are substantial 
differences between the resulting 
capital cost allowances? 


A fair answer to these questions 
might throw great doubt as to the 
reality of the so-called tax savings and 
fully justify the more conservative re- 
commendation of Bulletin No. 10. 


Loss of Asset Value Taxwise 


The frequent difference in value 
of fixed assets, depending upon 
whether they are acquired indirectly 
on a purchase of shares or directly 
on a purchase of assets, also serves 
to underline another fact of consider- 
able importance. In recommending a 
course which will “not make the error 
of seriously understating long term 
income”, Mr. Crowe is evidently 
equating “real income” with cash in- 
come. He makes no allowance in 
arriving at income for the loss of 
asset value due to exhausting the tax 
allowances. With combined federal 
and provincial tax rates in the 47% to 
49% range, almost one-half of the cost 
of the asset is being paid for by the 
tax collector through allowances 
against income taxes. Surely the ex- 
haustion of these claims can be con- 
sidered a proper income charge even 
though it is not a cash outlay. 


Deferred Credit not a Liability 

One of the principal criticisms ad- 
vanced by Mr. Crowe is that the 
accumulated tax reductions do not 
constitute a liability which is likely to 
become payable. Therefore it should 
not be set up. Because there is no im- 
mediate liability nor any future liabil- 
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ity which can be forecast with pre- 
cision, the committee recommended a 
course differing from that which had 
already been advocated by the A.LA. 
Committee in Bulletin No. 42 (in con- 
nection with amortization of the de- 
fence facilities). The latter recom- 
mended a “provision for future in- 
come taxes”. While the C.I.C.A. 
committee’s recommendation was in 
terms which clearly indicated that it 
was primarily seeking to achieve a 
matching of income rather than pro- 
vide for a liability which might be- 
come payable in future. 


This should still be a prime object- 
ive. If depreciation expense is sub- 
stantially offset:(almost 50% at today’s 
rates) by tax recoveries, failure to 
match the recoveries against the 
charge may result in considerable dis- 
tortion in reported income. But if 
Mr. Crowe’s criticism of Bulletin No. 
10 hangs largely on the unlikelihood 
that any material part of the accumu- 
lated tax reduction will ever become 
payable, and should not therefore 
be set up as a liability, would it not 
be more consistent to support the al- 
ternative treatment proposed in the 
A.I.A. Bulletin No. 42, viz that an 
amount equal to the tax reduction 
should be credited to an accumulated 
amortization or depreciation account? 
To quote that bulletin, this would 
offer “a practical means of recogniz- 
ing the loss of future deductibility 
of the cost of the facility for income 
tax purposes”. This alternative was 
not dealt with specifically in Can- 
adian Bulletin No. 10 for various 
reasons, though it is similar to that 
bulletin’s recommendation insofar as 
its effect on the calculation of income 
is concerned. If it answers problems 
which arise in the minds of those 
who are concerned with a continually 
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increasing deferred credit, there 
seems to be no reason why it should 
not be adopted into our current ac- 
counting techniques in Canada. 


Conclusion 

Either the Bulletin No. 10 recom- 
mendation (to set up a deferred in- 
come credit equal to the tax reduction 
which arises from claiming capital 
cost allowances in excess of recorded 
depreciation) or a provision along the 
lines of the alternative recommenda- 
tion in Bulletin No. 42 of the A.IA. 
(to set up a similar amount by addi- 
tional depreciation or amortization) 
would: 


1. Accomplish a fair matching of 
costs and income in respect of de- 
preciation and income taxes. 


2. Recognize in the balance sheet in 
a practical way the loss of value 
which results from exhausting the 
claims for future capital cost 
allowances. 

3. Avoid showing as a liability the 
amount of accumulated tax reduc- 
tions which admittedly may not 
become payable for an indefinite 
period. 

4. Make unnecessary the adoption of 
a method such as is proposed by 


Mr. Crowe to deal with tax dis- 
tortions by measuring deviations 
of the annual tax reductions from 
some assumed normal pattern. 
These methods thus avoid the 
necessity for determining profits 
(and expressing opinions thereon) 
in a manner involving purely sub- 
jective estimates of future capital 
expenditures. 


Bulletin No. 10, particularly in para- 
graph 13 dealing with the suggested 
application of the method, speaks of 
the reduction in tax as being “applic- 
able to those future periods in which 
the amounts claimed for tax purposes 
will be less than the depreciation re- 
corded in the accounts’. As Mr. 
Crowe has demonstrated, it is pos- 
sible in the case of a company show- 
ing steady growth that the deferred 
credit will never be reduced but will 
be a continually increasing amount, 
although normally at least some re- 
ductions will occur. It might there- 
fore be more appropriate to state in 
the note to the income statement that 
“this difference is applicable to those 
future periods in which the amount 
claimed for tax purposes in respect of 
these assets will be less than the 
depreciation recorded in the ac- 
counts... .” 


THE C.I.C.A. RESEARCH PROGRAM 


NORMALLY; EVIDENCE of C.I.C.A. re- 
search work is seen only when a pro- 
ject is completed and the results pub- 
lished. To keep members informed, 
here is a brief description of the cur- 
rent program of the Committee on 
Accounting and Auditing Research. 


The program is based on the four 
terms of reference established by the 


C.1.C.A. Council, directing the Re. 

search Committee: 

1. To review matters of auditing and 
accounting theory and practice 
and to render on its own author- 
ity such pronouncements as it con- 
siders in the best interests of the 
profession. 

2. To direct and assist the Institute 
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research staff in the formulation 
and execution of its continuing re- 
search program. 

8. To promote the growth of a dis- 
tinctive Canadian accounting liter- 
ature by sponsoring and encourag- 
ing specialized studies. 

4. To submit an annual report prior 
to the spring meeting of Council, 
and such other reports as may be 
required from time to time. 


Matters of Auditing and Accounting 
Theory and Practice 

Under this head, the committee, 
since 1946, has prepared and released 
13 bulletins designed to encourage 
improvement in accounting practices. 
Through such bulletins the Institute 
hopes to gain recognition of suitable 
standards and of uniformity in prac- 
tice where uniformity is desirable. 

The bulletins have been concerned 
with major current problems. If one 
were to jot down the most prevalent 
and pressing problems of financial ac- 
counting in the last 10 years, the list 
would probably include standards of 
disclosure, inventory valuation, de- 
preciation, tax allocation, terminology 
and classification, and price level 
variations. Each of these topics, ex- 
cept the last, appears in two or more 
bulletins. While the price level prob- 
lem has not been dealt with directly, 
it frequently entered into the commit- 
tee’s deliberations. 

In addition, auditing problems have 
been the subject matter of Bulletins 
No. 6 and 7, as well as the supple- 
ment to No. 6, and have received 
some attention in Bulletins No. 2 and 
13. 


Program of the Research Staff 


The Research Committee is called 
on to direct and assist the staff in the 
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formulation and execution of its con- 
tinuing research program. (In pass- 
ing, it may be noted that anything di- 
rected toward improvement in ac- 
counting or auditing may be broadly 
labelled “research”.) This portion of 
its work embraces a great variety of 
topics and projects, and keeps the 
staff of the research department con- 
tinually under the sort of pressure 
familiar to all accountants. There is 
always more to be done than can be 
accomplished with necessarily limited 
resources. (The staff of the research 
department consists of three people. 
each of whom devotes about half time 
to other affairs). Among the studies 
presently undertaken are: 


FINANCIAL REPORTING TECHNIQUES 

A major project is the annual an- 
alysis of some 300 published reports 
of Canadian companies, and the tabu- 
lation of the accounting presentations 
found in those statements. This work 
forms the basis of many of the articles, 
written by Miss Mulcahy, which ap- 
pear frequently in the Accounting Re- 
search department of The Canadian 
Chartered Accountant. This branch 
of the research program also includes 
preparation of the material for “Fi- 
nancial Reporting in Canada”, the 
first edition of which appeared in 
1955. The second edition is schedul- 
ed for the fall of 1957. 

The Accounting Research depart- 
ment of the magazine has recently 
been broadened to provide a forum 
where members of the research com- 
mittee and others may comment on 
topics of current interest. 


TERMINOLOGY 

Another major project for several 
years has been the study of account- 
ing terminology. 
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A few matters of terminology have 
been dealt with in bulletins carrying 
the prestige of the considered ap- 
proval of the Committee on Account- 
ing and Auditing Research. However, 
the development of a bulletin by the 
committee is an exhausting task, 
which limits the areas that can be at- 
tacked in this manner. 


At the same time a need was felt 
in Canada for a carefully prepared 
and up-to-date reference book of ac- 
counting terms, although from the 
start it was clear that this project did 
not lend itself to the concerted effort 
of a large committee. For this rea- 
son, “Accounting Terminology” has 
been published not as an official “bul- 
letin”, but as a work sponsored by the 
committee and participated in by 
many members, but not by all. Parts 
of the work were undertaken by small 
sub-committees. A great deal of ef- 
fort was devoted to this project over 
a 20-year period since 1938, when 
a similar publication was prepared by 
a committee of the C.I.C.A. 


Aupir CONFIRMATION FORMS 


One of the first projects undertaken 
by the committee was to design a 
standard bank confirmation form. 
This was a joint effort of the commit- 
tee and of the Canadian Bankers As- 
sociation. 


More recently, three more forms 
have been prepared. A life insur- 
ance confirmation form has been pat- 
terned in a manner similar to the bank 
confirmation form, in this case with 
the cooperation of the Canadian Life 
Underwriters Association. An inven- 
tory certificate form and a liabilities 
certificate have also been approved 
by the committee. 


The three forms just mentioned 


were published in The Canadian 
Chartered Accountant, September 
1956, and off-prints have been made 
available for those who wished to 
have additional samples in their of- 
fices. The question of printing and 
supplying these forms for general use, 
as has been done with the bank con- 
firmation forms, is under considera- 
tion. 


These forms are not intended to 
meet all possible circumstances, but a 
sufficiently large number of practising 
accountants have participated in the 
drafting to ensure the suitabilitv of 
the forms for most instances in Cana- 
dian practice. 


OTHER AUDITING PRACTICES 


Continuing studies of various audit 
procedures are carried on, some by 
informal discussions and_ inquiry, 
some bv consideration at meetings of 
the research committee, and some by 
the survey and questionnaire method. 

Current projects in this group in- 
clude: 

(a) Observation of inventories 

(b) Circularization of receivables 

(c) Use of bank deposit slips 

(d) Reliance on other auditors. 


INVESTIGATION OF CURRENT 
ACCOUNTING PROBLEMS 


This is a fluid area of research. A 
multiplicity of problems is referred to 
the research staff, as a result of ques- 
tions raised in the analysis of publish- 
ed statements, or by mail or telephone 
inquiries, or as related issues arising 
in other research projects. 


Bulletin No. 12 on loss-carry-overs, 
superseding Bulletin No. 3, was pub- 
lished as a result of this type of study, 
which often arises in connection with 
some aspect of a bulletin already pub- 
lished. It was found that the sug- 
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gestions made in Bulletin No. 3 were 
not now specific enough as to the 
statement presentation of tax recov- 
eries or tax reductions by reason of 
losses carried back to prior years, or 
losses carried forward from prior 
years. Also, other aspects of Bulletin 
No. 3 dealt with tax situations which 
have now disappeared, and a revision 
was accordingly thought to be desir- 
able. 


Similarly, a revision of Bulletin No. 
1, on standards of disclosure. is now 
being prepared. In 1946, when Bul- 
letin No. 1 was released, its recom- 
mendations were at least somewhat 
ahead of what was then general prac- 
tice. Improvements in practice in the 
past ten years, together with the re- 
commendations of the C.I.C.A. Com- 
mittee on the Companies Act in 1953 
and the subsequent amendment of 
company law in Ontario, have push- 
ed the standards of Bulletin No. 1 
back to something less than what is 
now generally acceptable. A revision 
is necessary in the near future if the 
bulletin is not to become obsolete. 


Specific accounting problems are 
placed on the research program from 
time to time. Some of these produce 
no printed results; some become the 
subject of published articles or con- 
ference discussions; and some lead 
ultimately to the decision by the re- 
search committee that the results 
should be reflected in a bulletin or 
other separate document. One such 
project now receiving attention is the 
valuation of intangible assets for 
statement purposes, especially in the 
case of mines and other natural re. 
sources. 
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Accounting Literature 


The third item in the committee’s 
terms of reference directs it “to pro- 
mote the growth of a distinctive Can- 
adian accounting literature by spon- 
soring and encouraging specialized 
studies”. The publication of “Finan- 
cial Reporting in Canada” in 1955 
and of Robert E. Waller’s “Oil Ac- 
counting” in 1956 are examples of 
the results achieved under this term. 


Mr. Waller’s book on the principles 
of accounting for oil exploration and 
development is one of a planned 
series of studies on the accounting 
problems of specialized industries. A 
second, soon to be published, is a 
consideration of accounting principles 
and practices in the forest product 
industries — logging, lumbering, pulp 
and paper, and plywood manufactur- 
ing. Others are under consideration 
for future development. 


Annual Report 


The final requirement in the com- 
mittee’s terms of reference is to report 
annually to Council, and also from 
time to time as required. 


Ordinarily the annual report, pre- 
pared by the chairman of the commit- 
tee, is the only report required by 
Council. The committee has been 
fortunate in its chairmen, who have 
all been able leaders of the profes- 
sion. Their reports have been of cor- 
responding calibre, and it is a pity 
that they do not have a wider circu- 
lation, so that all members of the In- 
stitute could know the objectives of 
the committee and staff, the work 
undertaken and the results accomp- 
lished. 





BY KENNETH M. PLACE, C.A. 
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ConTROL OF CAPITAL EXPENDITURES 

While control of capital expendi- 
tures has always been a responsibility 
that required the best judgment of 
management, it is even more import- 
ant today with the current problems 
of obtaining capital and the high in- 
terest rates in effect. A complete 
study of all the problems associated 
with capital equipment replacement 
would tax the abilities of most per- 
sons or companies. One phase, i.e. 
the mechanical procedure involved in 
getting approval for an expenditure 
and the subsequent controls to be ex- 
ercised over the approved project, is 
of more than passing interest to the 
industrial accountant. Here is the out- 
line of a system currently being used 
by many of the larger companies. 

The first stage in the contro] pro- 
cedure is to provide a means whereby 
expenditure proposals are formulated, 
reviewed at successive stages, and ap- 
proved. This is accomplished by a 
long-term plan and a short-term plan, 
with specific appropriations for each 
expenditure envisaged. 

The long-term plan, or capital ex- 
penditure forecast, usually covers a 
period of from three to five years, and 
represents estimates, compiled by 
each operating unit and the research 
and development unit, of probable 
projects for new plants or expansion 
of existing facilities. Each unit fore- 
casts the market for its products or 
new products within the scope of its 
operations, the justification for invest- 


ing new capital to produce such pro- 
ducts, and the probable timing of new 
construction projects. Such a forecast 
is usually prepared in sufficient detail 
to show the expected date of com- 
mencement of each major project and 
the estimated expenditures for each 
year. By this means, the capital need- 
ed at the end of the forecast period 
to complete these plans is automatic- 
ally brought out. 


The short-term plan, on the other 
hand, is usually combined with an 
overall profit forecast for the com- 
pany, and will only contain those 
figures for new construction expendi- 
tures which affect the cash position 
during the forecast period, usually 
12 months. 

It is a matter of choice how fre- 
quently these plans should be sub- 
mitted, but they should be timed to 
ensure that management is always 
provided with an up-to-date picture 
of both short and long-term prospects. 


Acceptance or approval of the pro- 
posals contained in either plan does 
not in itself constitute final authoriza- 
tion to spend the money. A specific 
appropriation request or project must 
be approved by the proper level of 
management before any commitments 
for capital expenditures can be made. 
Briefly, such a request is the financial 
document authorizing a proposed ex- 
penditure of money on permanent as- 
sets or a proposed disposal, dis- 
mantling or abandonment of perma- 
nent assets. It should contain suff- 
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cient information to satisfy those em- 

powered to authorize the proposal 

and to record for future reference the 
reasons supporting its authorization. 

More specifically, an appropriation re- 

quest would be required in the fol- 

lowing cases: 

(a) to acquire or dispose of land, 

(b) to acquire or dispose of intang- 
ible assets such as patents, etc. 

(c) to acquire or construct any new 

facility or to expand or modify 

any existing facility, 

to dispose of, dismantle, or aban- 

don any facility or any portion 

thereof, 

(e) to design a new facility or to 
undertake studies intended to 
assist in the consideration of the 
advisability of entering upon a 
new business. 

The method of processing these 
requests will depend on the size of 
the expenditure and the degree of de- 
centralization in the particular organ- 
ization concerned. It would be patent- 
ly ridiculous, for instance, to insist 
on a tight control of inconsequential 
items, such as many pieces of office 
furniture, small hand tools, etc. The 
cut-off point, however, is bound to be 
established somewhat arbitrarily and 
will necessarily vary depending upon 
the size of the organization. 

Again, where such a request is re- 
quired, limits of approval must be 
set which permit the greatest pos- 
sible flexibility while maintaining the 
desired degree of control. While it is 
not desirable to require executive ap- 
proval where the amounts involved 
are not substantial, it is important to 
require a high level of authorization 
where the particular project is sub- 
stantial in amount or affects a broad 
area of the company’s operations. The 
procedure must also make allowance 


(d) 
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for quick action in emergencies, such 
as rebuilding following accidents, etc. 
Then it is usual to submit emergency 
requests to be followed by regular re- 
quests within a specified period of 
time. 

Any discussion of the procedure for 
approving capital expenditures would 
be incomplete without reference to 
changes in intent or amount to be 
spent. The necessary degree of flex- 
ibility can be obtained by providing 
an allowance for contingencies in the 
original project, and by admitting 
supplementary requests when it be- 
comes obvious that expenditures to 
complete the work will exceed more 
than the allowable margin originally 
authorized. Changes in intention are 
more difficult to control, but the usual 
rule is that a supplementary request 
must be submitted for authorization 
before any commitments or expendi- 
tures are made which alter the scope 
of the authorized proposal to any sig- 
nificant extent. In all cases, of course, 
the level of authorization required is 
based on the total amount of the 
original and the supplementary re- 
quests. 


Basis of Recommendation 


If any procedure for the control of 
capital expenditures is to accomplish 
its real purpose, i.e. that of ensuring 
that the expenditures are right and 
proper in the judgment of manage- 
ment, certain ground rules for the 
preparation of the control document 
— the appropriation request — must 
be followed. The primary rule, of 
course, is the basis of the recom- 
mendation to spend the money. This 
will be one or more of the following 
reasons: 

1. Profitability or return on invest- 
ment through: 
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(a) earnings on additional capacity 
for new or existing products, 

(b) savings through reductions in 
cost or expenses. 

2. Maintenance of existing profits 
through: 

(a) necessary replacement of ob- 
solete facilities, 

(b) additional or spare services or 
equipment to guard against 
shutdowns, 

(c) protection of property, 

(d) equipment to improve quality 
or meet competitive standards. 

3. Maintenance or improvements of 
sound employee or public rela- 
tions through: 

(a) safety, health, or welfare facil- 
ities, 

(b) elimination of public nuis- 
ances, effluents, etc. 

4. Disposal of surplus or obsolete 
equipment. 

5. Other compelling reasons to be 
explained in the appropriation re- 
quest. 


Form and Content 


The second area in which a degree 
of uniformity is desirable is the form 
of presentation. Generally speaking, 
it is the responsibility of the account- 
ing organization to design the appro- 
priate form after consultation with 
management, since the appropriation 
request is essentially a financial docu- 
ment authorizing the expenditure, and 
the routine control after authoriza- 
tion falls largely upon the account- 
ant. Usually the major appropriation 
request form will include at least: 


Summary sheet: This provides a 
concise summary of the proposal, the 
essential financial statistics, and the 
signatures of the individuals recom- 
mending, approving and authorizing 
the request. 


Reason sheet: This gives a descrip- 
tion of the proposal and the basis on 
which it is recommended in sufficient 
detail to ensure that there can be no 
misunderstanding of the scope of the 
proposal. The pertinent facts should 
be set forth in a brief but accurate 
manner in order that those authoriz- 
ing the project may make an accurate 
appraisal of the proposition. For ex- 
ample, present and future demand 
and inadequacy of present facilities, 
the possibility of achieving desired 
results by increasing speeds or oper- 
ating hours of present facilities, pos- 
sible alternative methods of achieving 
the desired results, welfare or safety 
considerations, a description of the 
proposed work and the expected re- 
sults should be covered. While gen- 
erally conforming to this overall ap- 
proach, each project must, of course, 
be prepared in the manner most 
suited to its proper presentation. 


Construction cost estimate: This 
gives an analysis of the estimated cost 
of the proposal in the degree of de- 
tail necessary to permit proper review 
by the engineering staff and adequate 
control of the expenditures after 
authorization. 


Confidential information: In those 
cases of major projects where return 
is a dominant factor in the recom- 
mendation, it may be desirable to pre- 
sent separately such information as es- 
timated sales, costs, expenses, profit 
and return on investment, as well as 
other pertinent financial or commer- 
cial information which should be 
withheld from general circulation. 

The degree of control to be exer- 
cised after authorization of the project, 
and in fact throughout the whole pro- 
cess, will vary from company to com- 
pany. Most organizations exercise 
continuing supervision over the actual 
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expenditure of the amounts author- 
ized. It would be presumptuous to 
attempt to cover this phase in any 
great detail since such organizations 
have adequate control procedures es- 
tablished for this purpose, usually by 
a judicious combination of routine 
cross-checks and internal audit. 
There is one further step which is 
of interest, namely the reports submit- 
ted after completion. First of these is 
the closing notice, the purpose of 
which is to transfer the investment 
from construction to operations, to 
establish the exact expenditures, and 
to stop any further charges to the 
particular project concerned. The 
second report, a post-audit of invest- 
ment profitability compared with esti- 
mated results, is prepared, in our case, 
not later than three months after the 
close of the first completed 12-month 
period of operations. This is not done 
for all projects because it would ob- 
viously be a_ wasteful procedure 
where the amount involved is not of 
major significance. Such a report, 
however, is prepared when the ex- 
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penditure is in excess of a predeter- 
mined dollar level. In the event that 
the first full year of operation is not 
comparable with the original estimate, 
a brief explanatory memorandum is 
required and the experience report is 
then prepared after the first full year 
of normal operations. 

In a comprehensive system of this 
type, many other factors of varying 
importance must be considered and 
allowed for, such as_ availability 
of cash, establishment of project 
priorities, the determination of min- 
imum acceptable return for projects 
based on _ profitability, purchasing 
procedures with respect to major 
equipment, allowances for such things 
as engineering and supervision, pos- 
sible price rise and contingencies. 
Furthermore, a system such as this 
may be far too rich for the blood of 
medium and small-sized organiza- 
tions. However, skilful adaptation of 
the major control points is possible, 
and such adaptation will permit the 
design of a system suitable to the or- 
ganization concerned. 


CHANGE OF ADDRESS 


Members and students who change their address and advise 
The Canadian Institute of Chartered Accountants of such 
change should also notify their own provincial Institute. 


Periodic reconciliations of mailing lists are carried out but to 
ensure prompt receipt of all provincial Institute mail, it is 
essential that the secretary of the provincial Institute be notified 


directly. 
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Business Losses 


In 1942, the Honorable J. L. Isley, 
then Minister of Finance, proposed 
to the House of Commons that the 
Income War Tax Act be amended to 
allow, in future, a one year carry- 
forward of business losses. In 1944, 
this privilege was extended to permit 
a loss to be carried back against the 
profits of the preceding year and, to 
the extent unabsorbed, against the 
profits of the next three succeeding 
taxation years. 

The tax philosophy underlying this 
amendment to the Act, as set out in 
the Budget Speech of June 26, 1944, 
is most interesting. Mr. Ilsley said, 
“One of the great dangers in impos- 
ing high rates of tax on business pro- 
fits is that of inadvertently going 
beyond the taxation of profits and 
making inroads on capital or to put 
it another way that the taxes collected 
shall turn out to bear a much higher 
rate to the ultimately realized income 
than was contemplated in the law. 
The danger has its origin in the fact 
that business taxes are imposed on a 
yearly accounting basis whereas only 
a period of years, taking the good 
with the bad, will reveal the true 
earnings of the enterprise.” 

In referring to the proposed resolu- 
tion to amend the Income War Tax 


1 As the Exchequer Court judgment is 
concerned with a limited liability com- 
pany, these notes do not include any 
specific remarks relating to unincorpor- 
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Act, during the discussion in the 
House of Commons on second read- 
ing of the Bill, Mr. Ilsley remarked 
that “This recommendation will bring 
our taxation of business profits nearer 
to the principle of taxing only what is 
actually received in income over a 
period of years and should be of sub- 
stantial assistance to business enter- 
prise in the post-war years.” 

While recognizing that this tax 
philosophy probably had its genesis 
in the high rates of income and ex- 
cess profits tax prevailing in the war 
years, it would not seem that it is at 
all inappropriate today when income 
taxes take roughly one-half of the an- 
nual earnings of corporate taxpayers. 

It is somewhat disturbing to find 
therefore that the present income tax 
law concerning business losses, as 
confirmed by a recent judgment of 
the Exchequer Court of Canada, ap- 
pears to vary materially from the 
philosophy stated in 1944, shortly af- 
ter the loss carry-forward privileges 
were first established. 

Until this decision, it had general- 
ly been thought that the loss carry-for- 
ward provisions of section 27(1)(e) 
of the Income Tax Act were less re- 
strictive than those of the predecessor 
section 5(1)(p) of the Income War 
Tax Act, because of the absence in 


ated taxpayers in business, such as pro- 
prietorships and partnerships, in respect 
of whom this general commentary would 
be equally relevant. 
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the new Act of the word “same” in 
the phrase “the same business” as 
such appears in the old Act.? 


A recent judgment of the president 
of the Exchequer Court of Canada, 
in re Eastern Textile Products Ltd., 
includes a logical and comprehensive 
analysis of the two related sections. 
The conclusion of the learned presi- 
dent of the court is that the present 
law is definitely more restrictive in 
application than the former provision 
contained in the Income War Tax 
Act. 

The appeal of the Minister of Na- 
tional Revenue was sustained, thus 
reversing the decision of the Income 
Tax Appeal Board in favour of the 
taxpayer, recorded, in camera, as No. 
280, August 30, 1955. Concurrently, 
the Minister also won his appeal from 
the decision of the Income Tax Ap- 
peal Board in No. 260, the taxpayer 
now being named as Ottawa Car and 
Aircraft Ltd. The facts in the two 
cases are broadly similar and the 
opinion of the Exchequer Court is 
the same in both instances. It is pro- 
posed to relate the facts in the East- 
ern Textile case only where the rea- 
sons for judgment are given in de- 
tail. 

For several years, the company car- 
ried on business in rented premises 
in Saint John, N.B., where it manu- 
factured and sold textile products 
such as pyjamas, boxer shorts, over- 





2 For the purpose of considering the 
Court’s review of the provisions of the 
two Acts, the relevant and limiting para- 
graphs are here quoted: 

IWTA, s. 5 (1)(p) 

(iii) nothing is deductible in respect of 
a loss unless the taxpayer carried on 
the same business in the taxation 
year as he carried on in the year the 
loss was sustained. 
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alls, mackinaws and other goods. 
Sometime prior to the end of its 1950 
taxation year, ended October 31, it 
sold its manufacturing plant, making 
arrangements for the purchaser to 
manufacture for it the products which 
it had previously produced. In the 
four years to October 31, 1950, its 
business losses from manufacturing 
aggregated $141,871. 

Late in 1950, Eastern Textile Prod- 
ucts Ltd. entered into a joint venture 
arrangement with Ottawa Car and 
Aircraft Ltd. for the purchase of air- 
craft engines, related aircraft parts 
and 87 twin diesel motors, which 
articles were sold in 1951 by Bancroft 
Industries Ltd., as commission agents 
for the joint venture companies. 

For the 1951 taxation year, Eastern 
Textile disclosed a profit of some 
$15,771 from the sale of textiles ac- 
quired from the purchaser of its for- 
mer manufacturing plant, and $168,- 
853 as the joint venture profit. This 
latter amount it first endeavoured to 
claim as a capital profit. The Minis- 
ter assessed the total sum of $184,- 
624 as the taxable income for the 
year, without any allowance for the 
accumulated manufacturing losses for 
the years 1947-50 inclusive. 

In the Income Tax Appeal Board, 
the taxpayer had been successful, as 
it was held that: 

(a) while the company had gone in- 
to a joint venture its original ob- 


ITA, s. 27(1)(e) — formerly s. 26(d) 
(iii) no amount is deductible in respect 
of losses from the income of any 
year except to the extent of the 
lesser of 
(A) the taxpayer’s income for the 
taxation year from the business 
in which the loss was sustain- 
ed, or 
(B) [not pertinent to this review] 








jects were being followed to an 

appreciable extent at the same 

time; 

(b) textile goods were being pro- 
duced in substantial quantities 
(some earlier uncertainty as to 
the date of cessation of manufac- 
turing operations was later re- 
solved in the Exchequer Court); 
and 

(c) it was not apparent why a con- 

temporaneous investment in a 

joint venture should be viewed 

as effecting a change in the ap- 
pellant’s business. 


In the Exchequer Court, where the 
decision of the Income Tax Appeal 
Board was reversed, it was determin- 
ed that: 

(a) a company may have more than 
one business; 

(b) the taxpayer ceased manufac- 
turing operations prior to 1951, 
which was the business in 1947, 
1948, 1949 and 1950 when losses 
were sustained; 

(c) the profit in 1951 was not from 
that business but from something 
else; 

(d) section 27(1)(e) of the Income 
Tax Act is more restrictive than 
the former provision of the In- 
come War Tax Act; 

(e) the limitation in subsection (iii) 
of section 27(1)(e) is applic- 
able; and 

(f) none of the business losses sus- 
tained for the years 1947-50, is 
deductible from the income for 
1951. 


The Court mentioned that the right 
given to a taxpayer to deduct busi- 
ness losses sustained in other years 
from the income for a taxation year, 
under the provisions of section 27(1) 
(e), is a departure from the general 
scheme of the Act, and, as such, the 
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privilege of deduction must be con- 
fined within the expressed limits of 
the section. “This is a statutory right 
that would not exist apart from the 
enactment by which it is granted. . . . 
It follows that the right must not be 
extended beyond the permission of its 
express terms and that the conditions 
for its exercise must be strictly com- 
plied with.” 

One of the main points at issue in 
the Eastern Textile Products case 
was, of course, the interpretation of 
what was “the business” of the com- 
pany. 

Counsel for the company made 
representations to the effect that the 
word “business” in the Income Tax 
Act was of a large and indefinite im- 
port and that the words “the busi- 
ness” in section 27(1)(e) meant es- 
sentially the business of the company 
as it might be from time to time. Re- 
ference was made to a number of 
cases to support the view that a com- 
pany has only one business being 
whatever profit-making activity is be- 
ing carried on at the time. 

The court held to the view that a 
company could have more than one 
business and stated that such was the 
only reasonable construction of the 
limiting phrase “in which the loss was 
sustained” in paragraph (A) of sec- 
tion 27(1)(e)(iii). If it had been 
intended to permit the deduction of 
any business loss the phrase above 
quoted, in the opinion of the court, 
would be redundant and meaningless 
and “it is a cardinal principle that 
an interpretation leading to such a 
result must be erroneous”. 


It was asserted that the qualifica- 
tions in the Income Tax Act were 
more restrictive than the terms in the 
old Act because the only condition 
precedent to deductibility of a loss 














THE TAX REVIEW 


Income War Tax Act 











Year Business Carry- 
A B forward 
1947 (10,100) N/A (10,100) 
1948 (100) 10,200 10,100 
Taxable income Nil 
( ) Losses 


under paragraph (iii) of section 5(p) 
of the previous Act was that the tax- 
payer carry on the same business in 
both the loss year and the year of 
profit. It was not necessary that a 
profit be derived from the same ac- 
tivity (business) as that which gave 
rise to the loss, or be related to it in 
amount, but only that the particular 
activity be present in both taxation 
years. Once that qualification was 
met it was in order to merge the re- 
sults of all business operations in 
those years to arrive at the net tax- 
able profit. 


The findings of the court were il- 
lustrated by the above examples 
showing the application of the law 
under the two Acts (figures sup- 
plied). Business “A” is carried on in 
both years, whereas Business “B” is 
carried on in the second year only. 
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Income Tax Act 


Year Business Carry- 
A B forward 

1949 (10,100) N/A Nil 

1950 (100) 10,200 10,100 
Taxable income 10,100 








Under the Income War Tax Act, a 
horizontal grouping of the dollar re- 
sults of the various “businesses” of 
the taxpayer in the same year was 
properly followed by a vertical dollar 
transfer to the prior (or succeeding) 
year, so long as evidence existed of 
one identical business being carried 
on in both years. 

Not so under the Income Tax Act. 
The different businesses in each year 
are placed in tax jackets which per- 
mit only vertical movements in so 
far as the loss carry-forward privilege 
is concerned. Horizontal grouping, 
however, would still be appropriate 
to determine the net taxable income, 
if any, from the several businesses 
carried on in a single taxation year. 

The following tabulation sets forth 
the relevant figures for Eastern Tex- 
tile Products Ltd. 

















Losses Profits 
Textile Aircraft 
Taxation Manufacturing Textile Joint 
Years Operations Sales Venture 
Ee es $16,432 ae os 
1948 15,393 _ = 
1949 87,228 ~ — 
ee ee 22,818 — _ 
Se ee eee et ee reer = 15,771 168,853 
$141,871 $15,771 $168,853 
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The assessed profits for the 1951 
taxation year were $184,624, being 
the total of the items in the last two 
columns. The denial of the carry- 
forward of the appropriate portion of 
the loss from textile manufacturing 
against the profit from the sale of 
textiles indicates that the decision of 
the court was that the taxpayer car- 
ried on three businesses during the 
years under review. 


It is solely the function of the 
courts to decide the application of 
income tax law in any given set of 
circumstances, although the courts 
in many instances have recognized 
that the application of the law 
may not necessarily yield equitable 
results. Clarification of the law 
as it pertains to the loss carry-for- 
ward provisions has now been fur- 
nished, and the confines of such pro- 
visions well explained and delineated 
in the decision of the Exchequer 
Court. 

If the confines of section 27(1)(e) 
are too restrictive when judged in the 
general realm of equity, the remedy 
lies with Parliament and not with the 
courts. There are several grounds 
on which inequity can be claimed, 
not the least of which is the negation 
in the present law of the intent ex- 
pressed by the Minister of Finance 
when the loss carry-forward provi- 
sions were introduced. It is just as 
true today as it was 15 years ago 
that “only a period of years, taking 
the good with the bad, will reveal 
the true earnings of the enterprise”. 


Inequity results in the first instance 
because of the incidence (and acci- 
dent) of timing, ie. the end of the 
fiscal year of a taxpayer may preclude 
the deduction of a loss which would 
otherwise be offset against taxable in- 
This may be graphically il- 


come. 


lustrated by a comparison of the tax 
and financial consequences to two 
corporate taxpayers affected by the 
same circumstances except in one 
important detail. The first taxpayer 
carries on two different business ac- 
tivities within the one taxation year, 
losing $100,000 on one enterprise and 
making a profit of $100,000 on the 
other. The tax bill is nil and finan- 
cially the company is back where it 
started. The second taxpayer has the 
misadventure of a fiscal year-end in- 
tercepting the loss from the profit ac- 
tivities. The result is a tax bill of ap- 
proximately $50,000 and not with- 
standing it has broken even on its 
overall operations, the financial result 
is $50,000 in the hole! 


The question of timing is a factor 
almost wholly outside the control of 
the taxpayer. Each and every tax- 
payer presumably pursues the profit 
goal with equal assiduousness and 
with present taxation absorbing ap- 
proximately one-half of the total pro- 
fits of a corporate taxpayer, it seems 
unrealistic and inequitable that the 
intervention of a year-end should 
preclude the offset of a loss on one 
segment of the taxpayer's undertak- 
ing. 

It would seem, therefore, that with 
the government currently participat- 
ing as an almost equal partner with 
the shareholders of a corporate en- 
terprise, it should in equity share 
losses, as well as profits, over a period 
of years, irrespective of the nature 
of the operations carried on by the 
company during those years. This 
would be accomplished if profits and 
losses from carrying on business were 
assessed in a global manner. 


A second objection to the applica- 
tion of the present law is the consid- 
erable difficulty, if not impossibility, 
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which is generally likely to ensue in 
departmentalizing the several activi- 
ties of a corporate taxpayer into dif- 
ferent businesses. It is frequently 
found that various manufacturing and 
trading operations are so_ inter- 
mingled that the profit or loss of any 
particular operation is difficult to es- 
tablish on other than arbitrary rules. 
Assuming that sales and cost of sales 
are so segregated as to disclose a 
reasonable gross profit on each ac- 
tivity, the allocation of the general 
administrative and other overhead ex- 
penses may be determined by differ- 
ent methods, each of which might 
produce a somewhat different answer 
as to the net profit or loss arising 
from that particular activity. 


It may be suggested that a less re- 
strictive wording than is now con- 
tained in the Income Tax Act would 
open the door to avoidance, or eva- 
sion, of proper taxation. A “road 
block” to the purchase of the shares 
of so-called “deficit” companies was 
incorporated in the Act in 1954, un- 
der the provisions of which a change 
in the share control of an inactive 
business would result, under certain 
condaitions, in a fresh computation of 
undistributed income on hand begin- 
ning with the year in which active 
business was re-commenced under 
the ownership of the new sharehold- 
ers. 


A similar type provision might well 
be incorporated in an amendment to 
section 27(1)(e) dealing with busi- 
ness losses. The offset of losses of a 
taxation year against the profits of 
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the previous taxation year, or the im- 
mediately five succeeding taxation 
years, might be denied only if both 
of two suggested disqualifying provi- 
sions become applicable: 
1. Control of more than 50% of the 
shares of the corporation are ac- 
quired by a new group of share- 
holders 

and 
The type of business carried on by 
the taxpayer is changed. 
This would permit a company 
which had been unsuccessful in one 
type of business to engage in another 
or completely new type of business 
without the risk of losing the privi- 
lege of the loss carry-forward provi- 
sions, so long as control of the share 
capital of the company did not 
change. Conversely, it would permit 
a change in the control of a company, 
for bona fide business reasons, to 
other shareholder interests, who 
might wish to carry on the same type 
of operations in the expectation of 
profitable’ results which would pro- 
vide recoupment of the business 
losses of prior years. 


The narrow and restrictive inter- 
pretation of section 27(1)(e) of the 
Income Tax Act pertaining to the 
loss carry-forward and back privilege 
appears to be one of those instances 
where equity and _ reasonableness 
would be better served by a broader 
wording in the limiting paragraph. 
It is within the purview of the Min- 
ister of Finance to recommend to 
Parliament that the law be suitably 
amended. 


bo 





BY J. E. SMYTH, F.C.A. 


Students Department — cuceis vriseriy 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and re- 
flect the personal views and opinions of the various contributors. They are designed not 
as models for submission to the examiner but rather as such discussion and explanation 
of the problem as will make its study of benefit to the student. Discussion of solutions 
presented is cordially invited. 


PROBLEM I 
Intermediate Examination, October 1956 


Accounting I, Question 6 (9 marks) 


The directors of W Co. Ltd., a public company incorporated under the 
Companies Act (Canada), wish to expand the operations of the company and 
have decided to open two large branches within the next year. They have to 
raise funds for such an expansion and can achieve that purpose by: 

(i) issuing bonds, 

(ii) issuing capital stock, 

(iii) arranging a bank loan, 

(iv) borrowing from a private party against mortgage on fixed assets. 


Required: 


State the advantages and disadvantages of each of the above-mentioned 
methods of obtaining the required funds. 


A SOLUTION 


W CO. LTD. 
Advantages and Disadvantages of Methods of Obtaining 
Funds for Expansion 
(i) BONDS 
Advantages 
1. The principal sum borrowed need not be repaid for a considerable period 
of time. 
2. Some flexibility in the repayment of principal may be achieved by pro- 
viding for a serial redemption of the bonds. 
8. The bondholder will not participate in profits beyond the interest payment 
to which he is entitled. 
4, The bondholder will not participate in management if all the requirements 
of the bond indenture have been met. 
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5. Because of the security which bonds offer to investors, the money may be 
borrowed relatively cheaply. 

Disadvantages 

1. The issue of bonds and their eventual redemption involves a good deal 
of formality. 

2. When bonds are issued, expenses are incurred for the issue of a pros- 
pectus and for underwriting fees. 

8. The interest charge on bonds is a contractual obligation regardless of the 
amount of profit. 

4, If bond interest is not paid, the bondholders may foreclose or force a re- 
organization to the detriment of the present shareholders. 

5. The trust deed may contain restrictions affecting the payment of dividends 


and requiring the accumulation of a sinking fund. 


(ii) CAPITAL STOCK 
Advantages 


. 


2. 


3. 


The issue of capital stock is a long term financing project, and there is 
no need for the company to repay the funds it obtains in this way. 

If the company’s prospects are good, the present shareholders may be 
eager to purchase the additional shares offered. 

The payment of dividends is at the discretion of the directors of the com- 
pany, and they need not be paid if profits are insufficient or if, for other 
reasons (such as a shortage of working capital), their payment would be 
inexpedient. Even where cumulative preferred stock is issued, dividends 
need not be paid until sufficient assets are available. 


Disadvantages 


1. 


As with bonds, the issue of shares involves a certain amount of formality, 
and expenses will be incurred in the issue of a prospectus and for under- 
writing. 

Unless the new shares are issued to existing shareholders, a favourable 
price of issue will result in a dilution of the equity of the present share- 
holders. 

It may be difficult to persuade prospective investors to subscribe if the 
past dividend record of the company has not been good. 

Present shareholders will have to share control of the company with the 
new shareholders. 


(iii) BANK LOAN 
Advantages 


1. 


There is little formality involved in obtaining a bank loan if the company’s 
credit rating is good. 


2. If the terms of the loan are met, this type of borrowing has little effect 


on the management or control of the company. 


3. If all that is required is temporary financing, a bank loan can provide 


funds for the appropriate term. 
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Disadvantages 
1. A bank loan may be subject to a higher rate of interest than bonds or a 
mortgage. 


2. The funds which can be obtained by bank borrowing are not as great as 
by issuing bonds or shares. 

3. If long term financing is desired, the early repayment date of a bank 
loan is a disadvantage. 


(iv) MORTGAGE LOAN 

Advantages 

1. The procedure in obtaining a mortgage loan is relatively informal. 

2. A mortgage loan provides relatively long term financing, and may in- 
clude a fixed repayment schedule. 

3. As long as the mortgage remains in good standing, this method of financ- 
ing has no effect on the management or control of the company. 

4. Depending upon the value of the security provided, the interest rate may 
be lower than for a bank loan. 

Disadvantages 

Mortgage interest is a fixed charge regardless of the amount of profits. 

The mortgagee will have a right to foreclose in the event of default. 

The mortgage contract may contain a clause restricting the advance re- 

tirement of the loan. 


oN rT 


Examiner's Comments 

The standard of many answers would have been improved if the candi- 
dates had listed the advantages and disadvantages separately for each of 
the four methods. Some of the answers submitted in essay type form made 
no clear distinction between the advantages and disadvantages of each 
method. A few candidates appear to have assumed that the “private party” 
referred to would be a personal friend of the directors, and discussed the 
disadvantages of dealing with a personal friend. A few candidates discussed 
the advantages and disadvantages from the point of view of the investor 
instead of the company. 


PROBLEM 2 


Intermediate Examination, October 1956 
Accounting I, Question 7 (20 marks) 


AB Co. Ltd. operates two departments in which are manufactured 
Product A and Product B, respectively. The trial balance of AB Co. Ltd. at 
December 31, 1955, before adjustments and closing entries, is shown on the 
attached columnar sheets. 

Your examination has disclosed the following additional information: 

(i) In the factory building, two-thirds of the usable floor space 
is occupied by Department A and one-third by Department B. 

(ii) Of the power used during the year ended December 31, 1955, 
Department A consumed 75% and Department B, 25%. 
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(iii) Accrued wages at December 31, 1955, not set up in the accounts, 
were as follows: 


Depart Depart- 
ment ment 
A B Total 
Direct -..... $2,100 $1,500 $3,600 
Indirect 7 500 400 900 
ied hate ee 
$2,600 $1,900 $4,500 





(iv) Depreciation is to be charged at the following rates based on cost 
less accumulated depreciation to date. (reducing balance method): 


Factory building Peas kta St . 5% per annum 
Machinery .... i ..20% per annum 
Office furniture and cisihagaai a .20% per annum 


Delivery equipment .30% per annum 


(v) All office and general ilindiitiniatione expenses (except bad debts 
} expense) are to be apportioned 50% to Department A and 50% to 
Department B. 
(vi) All selling expenses are to be apportioned on the basis of the dollar 
value of the sales. 
(vii) The estimated allowance for doubtful accounts at December 31, 
1955 is $2,400. All bad debts losses during the year were charged 
o “Allowance for doubtful accounts”. 
(viii) Prepaid insurance represents the unexpired portion of premiums 
of three policies brought forward from the previous year plus 
renewal premiums paid during 1955 (at the same rates as in prior 


years ). 
Unexpired 
Unexpired portion Premium portion Basis of 
Jan. 1, 1955 paid Dec. 31, expense 
Term Amount in 1955 Total 1955 apportionment 
Building ... 5 months $500 $1,200 $1,700 5 months Floor space 
Machinery 9 months 600 2,400 3,000 33 months _Net depreciated 
value of 
machinery at 
end of year 
Inventories 18 months 1,500 nil 1,500 6 months Average of 


opening and 
closing inven- 
tories 


$6,200 
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(ix) Inventories at December 31, 1955: 


Depart- Depart- 
ment 
B 
Raw materials $13,000 
Work in process 8,000 
22,000 


Required: 

Prepare a work sheet for the statement of cost of goods manufactured 
and for the statement of profit and loss on a departmental basis for the year 
ended December 31, 1955. 


Note: Your answer is to be submitted on the attached columnar sheets on which the 
trial balance is printed. 


Editor’s Note: 


It is not practical to reproduce here the columnar sheets which were 
provided with this question, but the trial balance is reproduced below. To work the 
question, a student will require two sheets of fourteen column accounting paper on which 
he should re-copy the trial balance. The column headings required are: Account title; 
Trial balance (Dr. and Cr.); Adjustments (Dr. and Cr.); Cost of Goods Manufactured, 
Department A (Dr. and Cr.); Cost of Goods Manufactured, Department B (Dr. and 
Cr.); Profit and loss, Department A (Dr. and Cr.); and Profit and loss, Department B 
(Dr. and Cr.). 


AB CO. LTD. 


Trial Balance 
(December 31, 1955) 


Account title Dr. Cr. 


Inventories — January 1, 1955 
Raw materials — 


Work in process — 
Department A 
Department B 

Finished goods — 
Department A ... 
Department B .... 

Sales — 
Department A 
Department B 
Purchases — 
Department A ... 
Department B .... 
Direct wages — 
Department A 
Department B 
Indirect wages — 
Department A 
Department B 


Continued on page 547 








a 





Inven 


Miscel 
Miscel 
Cash 


Inventories — January 1, 1955 


Raw materials — Department A $ 26,000 


— Department B 
Work in process — Department A 
— Department B 
Finished goods — Department A 
— Department B 


Sales — Department A ............ 
— Department B . : 
Purchases — Department A 
— Department B 
Direct wages — Department A .. 
— Department B .. 
Indirect wages — Department A ... 
— Department B 
Salaries — office and management .. . 
EMME T 62o.502.25-0 5.196 
Directors’ fees 
Factory power 
Maintenance and repairs on buildin 
Advertising 
Returned sales — Department A ... 
— Department B .... 


Office rent . 
Office supplies used 
Miscellaneous selling expense 
Miscellaneous administrative expense 
Cash 
Accounts receivable 
Allowance for doubtful accounts ... . 
Prepaid insurance ................ 
Land 
Factory building ...... 
Accumulated depreciation on building 
Machinery — Department A ....... 
— Department B 
Accumulated depreciation on 
machinery — Department A ... 

— Department B ... 


A SOLUTION TO INTERMEDIATE ACCOU. 





AB CO. LTD. 
Work SHEET 
for year ended December 31, 1955 
Cost of Good 
Manufa | 
Trial Balance Adjustments Department 
Dr. Cr. Dr. Cr. Dr. 














$ 21,000 (5) $ 26,000 $2 
13,000 (5) 
6,000 (5) 
8,000 (5) 
24,000 (5) 
22,000 (5) 


$21,000 (5) 

13,000 (5) 

6,000 (5) 

8,000 (5) 

24,000 (5) 

22,000 (5) 
$309,000 
206,000 


14,000 
8,000 
5,000 

35,000 

18,000 


8,000 


101,000 101,000 
72,000 
42,000 
29,000 
5,000 
4,000 
32,000 
18,000 
1,000 
4,000 
3,000 
8,000 
3,000 
2,000 
6,000 
1,500 
16,000 
11,000 
8,300 
46,000 


2,100 (1) 44,100 
1,500 (1) 
500 (1) 


400 (1) 


5,500 


3,000 
2,000 


1,000 (3) 
8,000 (4) 


1,400 
6,200 
15,000 
120,000 
27,000 4,650 (2) 
50,000 
40,000 


7,500 (2) 
2,500 (2) 


$112,650 


12,500 
27,500 


$189,600 $ 











$750,000 $583,400 $98,500 


G I, QUESTION 7 


Cost of Goods 
Manufactured Profit & Loss Profit & Loss 
Department B Department A Department B 


Cr. Dr. Cr. Dr. Cr. 


$ 14,000 $13,000 


5,000 8,000 
$35,000 $ 24,000 
18,000 $ 22,000 
309,000 
206,000 


$27,000 $127,900 $21,000 $88,950 $333,000 $62,550 $228,000 
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A SOLUTION TO INT 


Trial Balance 
Dr. Cr. 


Forward $750,000 $583,400 $ 98,500 
Office furniture and cendgannt 6,000 
Accumulated depreciation on office 
furniture and equipment .... 2,500 
Delivery equipment . 5,000 
Accumulated depreciation on 
delivery equipment 3,000 
Accounts payable 35,000 
Capital stock . 100,000 
Earned surplos, ns 1, 1955 37,100 


$761,000 


Accrued wages payable 
Depreciation on building 
Depreciation on machinery 


— Department A 
— Department B aan 
Depreciation on office furniture and caiieiits 
Depreciation on delivery equipment 
Bad debts expense 
Insurance — building 
— machinery 
— inventory 


Cost of goods manufactured 


Net profit 


Apportionment of insurance expense 
Building — floor space . 
Machinery — net depreciated velne a machinery 
Inventories — average inventories — manufacturing 
— average inventories — finished goods — 
profit and loss 





NTERMEDIATE ACCOUNTING I, QUESTION 7 
Work SHEET 
AB CO. LTD. 
for year ended December 31, 1955 
Cost of Goods Cost of Goods 
Manufactured Manufactured Profit & Loss Profit & Loss 
justments Department A Department B Department A Department B 


Cr. Dr. Cr. Dr. Cr. Dr. Cr. Dr. Cr. 
$112,650 $189,600 $ 27,000 $127,900 $ 21,000 $ 88,950 $333,000 $ 62,550 $228,000 


700 (2) 


600 (2) 


400 
200 
200 


$118,450 $201,905 $ 27,000 $132,750 


174905 111,750 =174,905 111,750 


$201,905 $201,905 $132,750 $132,750 $265,460 $333,000 $175,490 $228,000 


67,540 


$333,000 $333,000 $25 $228,000 
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Continued from page 544 

Salaries — 
office and management 
salesmen 

Directors’ fees 

Factory power 

Maintenance and repairs on building 

Advertising 

Returned sales — 


Office supplies used 
Miscellaneous selling expense 
Miscellaneous administrative expense 
Cash 
Accounts receivable 
Allowance for doubtful accounts 
Prepaid insurance 
Land 
Factory building Biase 
Accumulated depreciation on building .. 
Machinery — 
Department A 
Department B aes 
Accumulated depreciation on machinery — 
Department A 
Department B 
Office furniture and equipment 6,000 
Accumulated depreciation on office furniture and equipment 
Delivery equipment 5,000 
Accumulated depreciation on delivery equipment 
Accounts payable 
Capital stock 
Earned surplus, January 1, 1955 


For solution see pp. 545-6 


Examiner's Comments 


12,500 
27,500 


2,500 


3,000 
35,000 
100,000 
37,100 


$761,000 


The most common errors in answering the question were the following: 


Omitting the entry to set up closing inventories. 


. Combining the opening and closing inventories before entering them on 


the work sheet. 
Failing to extend the directors’ fees on the work sheet. 
Showing bad debts expense as $2,400. 


Failing to charge insurance on finished goods inventory to Profit and loss. 


Recording depreciation on a straight line basis. 
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PROBLEM 3 


Final Examination, October 1956 
Accounting I, Question 6 (14 marks) 


The following extract has been taken from the financial statements of a 


Canadian company. 


BALANCE SHEET 

Deferred credit EOE LONG ee rE, 

(accumulated tax reduction applicable to future years ) 
STATEMENT OF PROFIT AND Loss 

Provision for income and profit taxes ....... wae... $4,773,000 
(see note) 

Note: The Income and Profit Taxes payable in respect of the year amount to 
$3,775,000. The difference of $998,000 between this figure and the taxes 
charged against income results from claiming for tax purposes an amount 
greater by $2,600,000 than the depreciation recorded in the accounts. 
This difference is applicable to those future periods in which the amounts 
claimed for tax purposes will be less than the depreciation recorded in the 
accounts and is accordingly included in the balance sheet in the item 
“Accumulated tax reduction applicable to future years”. 


Required: 


Discuss the propriety of the accounting treatment reflected in the above 


extract and outline an alternative accounting treatment. 


bo 


A SOLUTION 


Statement Presentation When the Amount Claimed for Tax Purposes 
is Greater Than the Depreciation Recorded in the Accounts 


Most accountants would agree that full disclosure of the facts should be 
made when significant reductions in current income taxes are effected 
by capital cost allowances in excess of recorded depreciation. The 
problem is not, therefore, whether disclosure is required but rather how 
disclosure should be made. The answer will depend to some extent upon 
one’s interpretation of the nature of the tax reduction, and of its signifi- 
cance for the measurement of income and the presentation of the balance 
sheet. 

There are two principal schools of thought: the first, that the reported 
profit figure should be reduced by the amount of the current tax re- 
duction; and the second, that the most meaningful figure of profit is com- 
puted by deducting only the income tax actually payable for the cur- 
rent year. Differences of opinion also exist about the best presentation 
of the credit balance, if it is to be shown on the balance sheet. 

In computing income, a charge for income taxes in the amount they 
would have been had capital cost allowance for tax purposes been the 
same as depreciation recorded in the accounts, recognizes the basic 
principle of matching costs and revenues. The matching process is not 
concerned with the time at which an expense becomes payable, but is 
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a process of allocating expenses to the period in which the associated 
revenue is recognized. This is the procedure recommended in C.I.C.A. 
Bulletin No. 10. 

4. Accounting principles recognize the deferment of both debits and 
credits in the process of measuring income. When the benefits from 
an outlay will be enjoyed in future periods, the expenditure is reflected 
in the balance sheet as a deferred charge rather than in the income 
statement as a current expense. Similarly, revenue received before it is 
earned is reflected in the balance sheet as a deferred credit to be carried 
to the income statement in the period when it will be earned, that is, 
when the appropriate benefits will be surrendered to the customer. 

5. If the amount by which taxes are reduced (by the excess capital cost 
allowance) is considered to be a benefit to be reflected in income mea- 
surement only when the corresponding charge is made in the accounts 
as depreciation, then two tax elements will appear in the accounts in 
the year of the tax reduction: 

(i) A charge for the tax actually payable for the year; 

(ii) A charge for the amount by which taxes have been reduced. 

6. The credit offsetting the charge for tax reduction describes a benefit 
to be brought into income measurement in later years if and when the 
depreciation charged in the accounts exceeds the capital cost allowance 
for tax purposes. It is a deferred credit not in the sense of deferred 
revenue but rather as a deferred credit to future expense. 

7. The setting up of such a deferred credit will have the effect of allocating 
the tax reduction to the period in which the corresponding depreciation 
expense is recorded. 

8. The balance ‘sheet item is not a provision for a future tax liability. The 
reduction of taxes in one year may result in an increase in taxes in later 
years, but this situation does not in itself create a liability for taxes at the 
time the tax reduction is effected. 

9. Some accountants believe that the so-called “deferred credit” balance 
is not a liability but is instead a part of shareholders’ equity. 

10. An alternative accounting treatment which provides disclosure is to 
charge to current profit and loss only the amount actually payable in 
respect of taxable income for the year; and to add an explanatory foot- 
note to the financial statement if the amount of tax reduction is ma- 
terial. The footnote should state the amount of the tax reduction and 
explain the circumstances; and it should also state the cumulative effect 
of such variations, showing the difference between future depreciation 
for accounting purposes and the amount available for future capital cost 
allowances. 


cE 


Examiner's Comments 
The examiner reports that a number of candidates either failed to answer 
the second part of the question or disagreed with the method shown but 
did not indicate the nature of the treatment they preferred. 
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PROBLEM 4 
Final Examination, October 1956 
Accounting II, Question 1 (16 marks) 


You are the auditor of a large manufacturing concern. While you are 
working on the audit, the accountant, the secretary-treasurer, and the chair- 
man of the board of directors come to you for advice on their particular 


problems. 


Required: 


Your answers to their questions: 
(a) The accountant wants to know how to describe and where 


(6 marks) 


(5 marks) 


(5 marks) 


(b) 


to show the following items on the financial statements as 
at December 31, 1955: 
(1) The company’s authorized funded debt is 5%% first 
mortgage serial bonds redeemable in equal annual 
amounts of $50,000, September 30, 1952 to 1965. $500,- 
000 of these bonds are outstanding as at December 
31, 1955, and $200,000 have already been redeemed. 
Accrued interest at the year end amounted to $6,875. 
The company’s authorized capital is 20,000 shares of a 
par value of $100 each. As at December 31, 1954, 
5,000 shares had been issued at par and fully paid. 
During the year the company received subscriptions 
for 4,000 shares at par. The shares were fully called 
but only $90 per share had been received as at Decem- 
ber 31, 1955. 
(8) At the year end, there was an outstanding option on 
5,000 shares at $110 per share exercisable before 1960. 
(4) The trust deed dated September 30, 1951 prohibits the 
payment of dividends which would reduce the balance 
of earned surplus below $350,000. 


The secretary-treasurer reports that it has been suggested 
that the company’s financial statements should be pre- 
pared on a consolidated basis. He want to know under 
what circumstances the accounts of a subsidiary company 
should be excluded from a consolidation. 


(2 


— 


(c) The chairman of the board of directors reports that the 


shareholders have asked for an increase in the annual 
dividend rate. He wants to know what factors the directors 
should take into account in considering the shareholders’ 


request. 
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A SOLUTION 


(a) Description and presentation of items on the financial statements 
(1) Current liabilities 


Accrued liability (bond interest) .............. $ 6,875 
5%% mortgage serial bonds payable, maturing with- 
eee OUR SOE Aloe ive pense hice ees 50,000 


Long term liabilities 
5%% Mortgage Serial Bonds Payable, redeemable in 
equal annual instalments of $50,000, September 30, 


1950 to 1965: 
Authorized and issued ...................... $700,000 
PRE ARMRIODS 5G laren ors 55S 4 oo Sa wee Oe $200,000 
Waiting ih ONG YORE... .6055 6.5 dae cucn 50,000 
250,000 
ee $450,000 
(2) Capital stock 
Authorized — 20,000 shares of a par 
NE OE OO ETN os 6 case Site es sans ond doaee eda $2,000,000 
Issued and fully paid as at December 31, 1954 
SREP NINNNNE SS Pode SP ok oh a Be oe Gk te ke Saleen, 500,000 
Issued during the past year for cash, 4,000 shares . . $400,000 
Less calls in arrears as at December 31, 1955...... 40,000 
860,000 
Total paid-in capital ........... sarge sis $860,000 


(3) Notes to balance sheet 
As at December 31, 1955, there is an outstanding option on 5,000 shares at $110 


per share exercisable before 1960. 


(4) Notes to balance sheet 
Under the terms of a trust deed dated September 30, 1951, dividends cannot be paid 


which will reduce the balance of earned surplus below $350,000. 


(b) Circumstances in which the accounts of a subsidiary company should be 

excluded from a_ consolidation 

1. When the parent company’s majority stock ownership does not give 
effective operating control. 

2. When the nature of the business conducted by the subsidiary is 
different from that of the parent company. 

3. When the minority interests in the subsidiary are substantial in amount 
and intricate in nature. 

4. When the subsidiary company is located in a foreign country which 
has placed legal restrictions on the transfer of funds. 

5. When the financial year end of the subsidiary does not coincide with 
that of the parent company. 

6. When the subsidiary company is non-operating. 

7. When a consolidation of the accounts would not result in a fair 
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presentation of the financial condition and results of operations of the 
two companies, even though the parent company has legal control. 


(c) Factors which the directors should consider in deciding whether to 
increase the annual dividend rate 
1. Do current earnings warrant the payment of an increased dividend? 
2. Have past losses been absorbed by current profits to a sufficient extent } 
to permit the increase? 
3. Does the proposed additional dividend violate: 
(a) an agreement with creditors; 
(b) a provision in a trust deed; 
(c) the statutory provision that a payment of dividends shall not 
impair capital? j 
4. Is sufficient working capital available to pay the increased dividend? 
How will the increase affect the cash budget for the coming period? 
Is there any tax advantage in withholding profits from distribution to 
shareholders? 
6. Is working capital likely to be required for plant expansion? 
7. Would it be preferable to increase the dividend rate at a later date 
when the company is considering additional financing? 


on 


THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 
Timetable of October 1957 Uniform Examinations 
The Board of Examiners-in-Chief gives notice that the 1957 examinations 
of the Institutes of Chartered Accountants in Canada will be written accord- 
ing to the following timetable. The morning sessions will be from 9 a.m. to 
1 p.m. and the afternoon sessions from 2 p.m. to 6 p.m. 
Tuesday, October 15 
Morning session — Final Accounting I 
Afternoon session — Intermediate Accounting I 
Wednesday, October 16 
Morning session — Final Accounting II 
Afternoon session — Intermediate Accounting II 
Thursday, October 17 
Morning session — Final Accounting III 
Afternoon session — Intermediate Auditing I 
Friday, October 18 


Morning session — Final Auditing I 
Afternoon session — Intermediate Auditing II 


Monday, October 21 
Morning session — Final Auditing II 


Tuesday, October 22 
Morning session — Final Auditing III 








BY PETER C. BRIANT, B.COM.,C.A. 


Current Reading 


MAGAZINE ARTICLES 


ACCOUNTING 


“CLASSIFICATION AND Copinc—OFFI- 
CIAL CHART OF ACCOUNTS IN GERMANY 
AND FRANCE by Kenneth S. Most. 
The Accountant, January 26, 1957. 

In response to a number of inquiries 
from readers of The Accountant, Mr. 
Most explains the German chart of ac- 
counts. Accompanying the article is 
the chart published by the Federa- 
tion of German Industries — Business 
Economy Section, for general use by 
those industries which do not possess 
a chart of their own. It includes a full 
range of financial accounts and makes 
provisions for two classes of cost ac- 
counts. Mr. Most states that it is 
adaptable to almost any type of busi- 
ness. 


Stressing the advantages accruing to 
a trade or industry adopting a stand- 
ard chart of accounts, Mr. Most also 
points to their beneficial influence on 
the development of accounting theory. 
Their one great disadvantage, and the 
aspect that mdkes them unpalatable to 
this reviewer, is well illustrated by 
events in pre-war Germany. Accord- 
ing to Mr. Most, their use at that time 
led to a high degree of standardiza- 
tion in accounting techniques and to 
collaboration between firms in the 
same industry. The Nazi Government 
was thereby materially assisted in its 
plans to tighten its rein on German 
industry. Ultimately, in 1937, the 
Ministry of Economic Affairs intro- 
duced a national chart of accounts. 


For those who look with favour on 
centralized planning of a nation’s 
economic activity, an official chart of 
accounts would doubtless be a useful 
plank in their program. On the other 
hand, those who, with Professor 
Hayek, think that knowledge in so- 
ciety is too diffuse for one man or 
group of men to have at their com- 
mand all the information needed to 
plan the whole of a nation’s industrial 
processes will certainly argue that the 
use of an official chart of accounts is 
a step in the wrong direction. 


“Bastnc CapiraL OUTLAYS ON RETURN 

oN INVESTMENT” by S. T. Heinaman. 

N.A.C.A. Bulletin, April, 1957, pp. 

992-1002. 

The author of this article, an in- 
dustrial executive, describes how his 
company uses the return-on-capital- 
employed concept as an integrated 
tool to report on operations and to 
evaluate capital outlay proposals. A 
summary of the more important as- 
pects of the system for capital ap- 
propriations follows: 

1. The economics of all capital ap- 
propriation requests are examined 
before presenting to the appropri- 
ating authority for consideration. 

2. An evaluation of risk is made 
based on the length of time re- 
quired to recover the cash to be 
expended. 

3. The basic evaluation of such re- 
quests is made in return-on-invest- 
ment terms. 
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4, Management relies on these eval- 
uations in making appropriate de- 
cisions. 

5. Follow-up reports are made an- 
nually to inform management of 
the in-process status and actual re- 
sults of capital appropriations 
granted. 

A number of exhibits illustrate, 
inter alia, the form of capital expendi- 
ture request, the classification of re- 
quests by reasons and estimates for 
the recovery of cost. 


“BETTER TABLES AND GRAPHS FOR 
STRONGER Reports” by Morris Budin. 
N.A.C.A. Bulletin, April, 1957, pp. 
1003-1015. 


Professor Budin of Syracuse Uni- 
versity urges accountants to take a 
critical look at their present tech- 
niques for transmitting financial and 
operating data to others. In masterful 
fashion he reviews the principal types 
of tabular and graphical presentation 
and suggests uses for both media. His 
few simple rules governing techniques 
of tabular presentation and graph con- 
struction should enable almost any ac- 
countant to add precision and order- 
liness to his reports. This is an article 
that should not be missed by those 


not well versed in this area. 


AUDITING 


“AUDITING AND STATISTICAL SAMPLING” 
by Robert M. Trueblood. The Journal 
of Accountancy, April, 1957, pp. 48- 
51. 

Auditers who shy away from the 
subject of auditing and _ statistical 
sampling for fear of the mathematics 
involved need have no fear with this 
article. Here, the chairman of the 


American Institute’s Committee on 
Statistical Sampling summarizes and 
explains, in the simplest possible 
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terms, the principles underlying sta- 
tistical sampling theory and the ap- 
plication of the approach to audit 
problems. Even the most non-mathe- 
matical reader will find the material 
both interesting and helpful. 

A bibliography at the end of the 
paper suggests some useful addition- 
al sources for further study of the 
subject. Mr. Trueblood states that all 
are written in everyday English with 
an almost complete absence of tech- 
nical terms and formulae. 


It is reassuring to note Mr. True- 
blood’s opinion that the application of 
statistical techniques to auditing prob- 
lems does not involve replacing ex- 
perienced judgment by mathematical 
formulae. On the contrary, he finds 
the principles and theories underlying 
statistical sampling to be quite com- 
patible with “the current rules of test- 
checking”. The use of statistics, he 
writes, will merely attach objective 
precision and reliable measurement to 
ideas which auditors are now only 
able to think about in qualitative 
terms. But before the application can 
be widespead he thinks the profes- 
sion must define the nature and sig- 
nificance of an error with greater pre- 
cision, and must determine the re- 
liability that may be expected when 
audit decisions come to be made on 
the basis of samples. * 

These appear to be worthwhile 
topics for consideration by our own 
Accounting and Auditing Research 
Committee. 


EDUCATION 
“GaINING EXPERIENCE IN INDUSTRY — 
REFLECTIONS OF AN ARTICLED CLERK” 
by G. Lockhart. The Accountant, 
March 30, 1957, pp. 348-350. 

It is probably well known in this 
country that an articled clerk in Eng- 











CURRENT READING 


land and Wales may be granted per- 
mission by his employer and the 
Council of the Institute to spend not 
more than six months of his ap- 
prenticeship in the service of a com- 
mercial, industrial, or other suitable 
organization. Mr. Lockhart reports 
that, so far, less than one per cent of 
the total number of articled clerks 
avail themselves of this privilege. This 
apparent lack of enthusiasm for the 
scheme he attributes to the reluctance 
of principals to give their articled 
clerks permission to gain industrial ex- 
perience, and the difficulty of finding 
a company that will take an articled 
clerk. 

Mr. Lockhart appears to have been 
one of the fortunate few, having spent 
four profitable months with Colgate- 
Palmolive, Ltd. During this period he 
spent some time observing the opera- 
tions of the factory and the factory ac- 
counting department. This experi- 
ence, he says, made the textbook ap- 
proach to costing seem “all too easy”. 
He also studied the materials control 
system, and visited the laboratories 
and the production-planning, buying, 
payroll, industrial engineering, and 
punched-card departments. He even 
helped with the preparation of a semi- 
annual budget. At intervals during 
his stay he had talks with company 
executives to discuss what he had seen 
and done. 

One cannot help concluding that, 
properly conducted and controlled, 
this is an excellent scheme. Its intro- 
ductiey in Canada would certainly 
help to fill some of the gaps in the 
training of our own junior account- 
ants. 


MANAGEMENT ACCOUNTING 


“Gumes To INTERNAL ProFir MEa- 
SUREMENT by Gordon Shillingslaw. 
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Harvard Business Review, March- 
April, 1957, pp. 82-94. 

As management responsibility be- 
comes more decentralized among di- 
visions and subsidiaries, the problem 
of evaluating the operating perform- 
ance of divisional personnel becomes 
increasingly complex. Even though 
the profitability of the enterprise is 
still the major test for most com- 
panies, a satisfactory definition and 
yardstick of profitability has yet to be 
devised. In “Guides to Internal Profit 
Measurement”, Mr. Shillingslaw, of 
the Massachusetts Institute of Tech- 
nology, discusses some issues in this 
area. 

Many of the conventional measures 
of profit performance suffer from lack 
of focus, he says. They fit all purposes 
poorly and none well. His suggestions 
as to how routine periodic intra-com- 
pany profits reports can be adapted 
to function as guides to tactical de- 
cisions and as measures of managerial 
performance may be summarized in 
the following propositions: 

Profit centre earnings should be 
separated for guidance in day-to- 
day decision making; but division 
operations must be related to over- 
all company profit for long-range 
investment analysis purposes. 

Net profit is the least useful con- 
cept for measuring performance; 
contribution margin is also inade- 
quate for most purposes; sales mar- 
gin is often satisfactory; controllable 
profit (division revenues less vari- 
able costs to make and sell and less 
division joint costs controllable by 
the division manager) is the most 
useful. 

Costs should be classified accord- 
ing to organization unit and func- 
tion. 

Operating decisions should be 
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based on balancing current rev- 
enues against current costs. In 
measuring short-run variable costs, 
and especially in distinguishing be- 
tween fixed and variable overhead, 
direct costing is helpful. 

Internal transfers of goods should 
be priced at market prices or mar- 
ginal cost. Service centre prices 
should be based on incremental 
cost. 

We may have to violate some estab- 
lished accounting conventions when 
designing a system that will measure 
controllable and incremental profits, 
writes Mr. Shillingslaw. But, he says, 
the need for quicker operating de- 
cisions on the basis of objective fact 
and for more informative and accur- 
ate appraisal of operating executives’ 
performance should come ahead of 
the need for published financial state- 
ments. 


PROFESSIONAL 

“RESPONSIBILITIES AND LIABILITIES OF 
THE CHARTERED ACCOUNTANT IN PRAC- 
tice’ by A. B. Cleland, C. A. Grey, 
and G. E. Wayland. The Chartered 
Accountant in Australia, January, 
1957, pp. 392-412. 


Stressing the importance of the 
chartered accountant’s moral respon- 
sibilities as well as his legal liabilities, 
a panel of three practising chartered 
accountants survey the general nature 
of these responsibilities and liabilities. 
Particular consideration is given to 
the moral and legal responsibilities of 
the professional accountant acting in 
the capacity of auditor, director, sec- 
retary, tax agent, and consultant or in- 
vestigator. The principles enumer- 
ated are supported by references to 
case law. Students should find the 
table of cases most useful in their 
course work. Unfortunately, no Can- 
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adian cases are cited, but the well- 
known British and American cases are 
listed under three headings: subject, 
observations, and verdict. 


“INDEPENDENCE — THE BROADER CON- 
cept by K. L. Milne. The Chartered 
Accountant in Australia, February, 
1957, pp. 452-456. 

Independence, says Mr. Milne, a 
member of the General Council of the 
Australian Institute, is “the ability to 
practice absolutely ‘without fear and 


>” 


favour’. 

In this article, which is the first of 
two parts, the author endeavours to 
define independence in a_ broader 
sense, and discusses those matters of 
everyday practice which he lists as 
comprising the positive aspects: 
friends and contacts, advertising, ob- 
ligation to serve all sections of the 
community, remuneration from clients 
only, financial interest in client’s 
affairs, acting for competitors, reci- 
procal business and favours, loopholes 
in the law, client’s violation of the 
law, client’s fraud, and privileged in- 
formation and statements. 

An important article, “Independ- 
ence” should be read by all practi- 
tioners; for Mr. Milne is an account- 
ant who believes that “for an account- 
ant in public practice, independence 
is one of the most important services 
he can offer to his clients and to the 
public. . .” 


M BOOK REVIEW 
Canadian Accounting Practice, by 
W. G. Leonard and Frank N. Beard, 
McGraw-Hill Co. of Can. Ltd., To- 
ronto, 1956; pp. 494; $6.75. 


This is a new introductory text 
written in a very logical and appeal- 
ing style. Of the 494 pages 137 are 
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devoted to 115 questions for discus- 
sion, 150 graduated problems, a prac- 
tice set and 8 complete examination 
papers set by accountancy societies 
for their students. Although shorter 
than many books on the same subject 
the authors have not omitted topics 
which are usually found in an intro- 
duction to accounting. The brevity 
stems from a lack of repetition and a 
minimum of theoretical explanations. 
The absence of these characteristics is 
remarkable since they are the features 
of several introductory texts. Students 
using the book should find it possible 
to make rapid progress, and their 
teachers can add additional explana- 
tions if needed when the students 
apply the principles to the problems 
at the end of each chapter. 


The illustrations are very cleverly 
designed to explain several topics and 
help considerably to avoid repetition. 
For example, in chapter 3 the Edmon- 
ton Hardware purchase journal is 
shown with columns for two types of 
merchandise purchases and a sundry 
column. The identical information is 
used in the same chapter to illustrate 
a voucher register. The purchase 
journal totals are used in chapter 4 in 
the statement showing the Edmonton 
Hardware profit and loss, and in 
chapter 6 on cash disbursements some 
of the purchased items are again re- 
ferred to when they are paid. Finally, 
in chapter 6, the purchase journal de- 
tails and totals are used again to 
illustrate the accounts payable con- 
trol accounts. 


The authors are careful not to over- 
simplify the discussion, and keep their 
readers well informed of related prob- 
lems to be discussed later or remind 
them of a prior discussion. This con- 
fidence in the ability of the reader to 
keep in mind a number of phases of a 
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problem is laudable and should prove 
popular with students and teachers. 


The book commences with a short 
description of bookkeeping and book- 
keeping duties and quickly leads to a 
discussion of “debit” and “credit” and 
financial statements. There follows an 
exposition of the Journal and the 
specialized Journals, including a very 
practical discussion of draft and note 
transactions. There is also an excel- 
lent chapter on payroll accounting. 
Having dealt with the accounting 
cycle, the authors have included chap- 
ters on partnerships, limited com- 
panies, securities, manufacturing, de- 
partmental, agency and branch ac- 
counts and have ended with a chapter 
on the analysis of financial statements. 


Working in a field where many 
have worked, the authors can be 
proud to have achieved a book that 
is different and outstanding. 


F. H. Buck, F.C.A. 
Toronto, Ontario 


SELECTED READING 


Accounting 

“Depletion Accounting for Oil and Gas Pro- 
ducers” by R. B. Vaughters, Cost and 
Management, December, 1956, pp. 428-434. 
“Interim Accounting Periods: Advantages 
of a Decimal Division of the Year” by H. B. 
Thomas. The Accountant, November 10, 
1956, pp. 483-486. 

“Work Study as an Aid to Effective Cost- 
ing” by G. L. Page, The Accountant, March 
9, 1957, pp. 261-265; March 16, 1957, pp. 
292-295. 

Auditing 

“The Internal Auditor’s Duty in Relation 
to the Presentation of Information to Man- 
agement” by R. A. Reid. The Accountant, 
February 23, 1957, pp. 206-208. 
Budgeting 

“Practical Budgeting of Capital Expendi- 
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tures” by A. N. Bishop, Jr. N.A.C.A, Bul- 
letin, December, 1956, pp. 534-544. 

“Cash Position Budgeting: Bulwark of 
Small Business” by R. A. Wasley. N.A.C.A. 
Bulletin, February, 1957, pp. 783-791. 
“Forecasting the Cash Balance” by W. M. 
Fischer. Cost and Management, November, 
1956, pp. 379-388. 


Cost Accounting 

“The Profitgraph — Technique and Applica- 
tion” by L. G. Spencer. N.A.C.A. Bulletin, 
December, 1956, pp. 493-507. 


Economics 

“Hire Purchase — Some Economic Implica- 
tions” by T. Van Waasdijk. The South 
African Accountant, December, 1956, pp. 
182-188. 


Equipment 

“Equipment Available for Integrated Data 
Processing” by Francis E. Moore. L.R.B. and 
M. Journal, July-September, 1956, pp. 1-13. 
“Helping to Put Electronic Equipment to 
Work” by P. W. Pinkerton. N.A.C.A. Bul- 
letin, January, 1957, pp. 626-634. 
“Electronics and Management” by R. Glen- 
dinning. The Accountant, December 29, 
1956, pp. 671-673. 

“Electronic Computers and Data Process- 
ing” by H. J. Crawley. The Accountant, 
November 3, 1956, pp. 451-455. 
“Application of Data-processing Equipment 
in the Office: Some Internal Audit Im- 
plications” by E. C. R. Williams. The Ac- 
countant, November 3, 1956, pp. 455-460. 
“Some Effects of Data Processing on Ac- 
counting” by B. C. Lemke. The Account- 
ant, November 3, 1956, pp. 461-464. 
“Preparing for Office Automation” by H. W. 
Rowlands. Cost and Management, February, 
1957, pp. 66-75. 

“Manual Aspects of I.D.P.” by E. F. 
Stevens. Cost and Management, February, 
1957, pp. 76-84. 


Management Accounting 
“The Accountant’s Role in a Development 
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Program” by W. Joseph Blood. Cost and 
Management, December, 1956, pp. 409-417. 
“Management Accounting: Problems of In- 
stallation and Development” by R. D. 
Shrimpton. The Accountant, December 22, 
1956, pp. 648-652. 


Professional 

“Proposed Integration of Incorporated and 
Chartered Accountants” — memorandum to 
members of the Society of Incorporated Ac- 
countants. Accountancy, January, 1957, pp. 
8-14. 

“Proposed Integration of Incorporated and 
Chartered Accountants” — details of the 
scheme. Accountancy, February, 1957, pp. 
60-64. 


Addresses of Publishers 
Accountancy (England), Incorporated Ac- 
countants’ Hall, Temple Place, Victoria Em- 
bankment, London, E.C. 2. 

[The] Accountant (England), 4 Drapers’ 
Gardens, Throgmorton Ave., London, E.C. 
2, England. 

American Management Association, 330 W. 
42 St., New York 18, N.Y. 

[The] Australian Accountant, 37 Queen St., 
Melbourne, Australia. 

Butterworth & Co. (Can.) Ltd., 1867 Dan- 
forth Ave., Toronto 6, Ont. 

[The] Chartered Accountant in Australia, 
c/o The Institute of Chartered Accountants 
in Australia. Box 3921, G.P.D., Sydney, 
N.S.W. 

Cost and Management, 66 King St. E., 
Hamilton, Ont. 

Harvard Business Review, Gallatin House, 
Soldiers Field, Boston 63, Mass. 

Journal of Accountancy, 270 Madison Ave., 
New York 16, N.Y. 

McGraw-Hill Book Company, Inc., 330 W. 
42 St., New York, N.Y. 

Michigan Business Review, School of Busi- 
ness Administration, University of Michigan, 
Ann Arbor, Mich. 

N.A.C.A. Bulletin, 505 Park Ave., New York 
29. N.Y. 





Alberta 

George A. Touche & Co., Chartered Ac- 
countants, announce the removal of their 
offices to 709—8th Ave. W., Calgary. 


British Columbia 

Reynolds, Milne & Co., Chartered Ac- 
countants, 402 W. Pender St., Vancouver, 
announce the admission to partnership of 
J. D. McPherson, C.A. and D. McL. Ander- 
son, C.A. The practice will continue under 
the firm name of Reynolds, Milne & Co. 

McDonald, Currie & Co., Chartered Ac- 
countants, announce the admission to part- 
nership in their Vancouver office of D. R. 
Sinclair, C.A. 


Manitoba 

Clarkson, Gordon & Co., Chartered Ac- 
countants, Nanton Bldg., Winnipeg, an- 
nounce the admission to partnership of Al- 
lan M. Moore, C.A. 


Ontario 

Harold Dixon, F.C.A. addressed the 
April meeting of the Niagara District Pur- 
chasing Agents’ Association. He spoke on 
“Accounting in Relation to Purchasing”. 

Allan W. Eadie, C.A. has been appointed 
treasurer of Ferranti Electric Ltd., Toronto. 

R. J. Reynolds, C.A. has been appointed 
treasurer of Barber-Greene Canada Ltd., 
Toronto, 

C. H. Tod, C.A. has been appointed 
secretary-treasurer of Combined Enterprises 
Ltd., Toronto. 

Jerome Pollock, C.A. announces the ad- 
mission to partnership of Jack Gleicher, 
C.A. Henceforth the practice of their pro- 
fession will be conducted under the firm 


name of Pollock, Gleicher & Co., Chartered 
Accountants, with offices at 299 Main St. 
E., Hamilton. 

Geo. H. Mundy, C.A. has been appointed 
comptroller of Moloney Electric Co. of 
Canada Ltd., Toronto. 

J. E. Sands, B.Com., C.A. has been ap- 
pointed assistant-professor of accounting at 
the University of Manitoba. 


Quebec 

A. Gordon Laschinger, C.A. has been 
appointed controller of Howard Smith 
Paper Mills Ltd., Montreal. 

D. E. Eastman, C.A. has been appointed 
chief internal auditor of Howard Smith 
Paper Mills Ltd., Montreal. 

Hector Simoneau, C.A. announces the 
admission to partnership of Jacques R. 
Langevin, C.A. Henceforth the practice of 
their profession will be conducted under 
the firm name of Simoneau, Langevin & 
Co., Chartered Accountants, with offices at 
1425 Notre Dame St., Three Rivers and 67 
King St. W., Sherbrooke. 

Creak, Cushing & Hodgson, Chartered 
Accountants, announce the removal of their 
offices to Canadian Pacific Express Bldg., 
215 St. James St. W., Montreal. 

McDonald, Currie & Co., Chartered Ac- 
countants, announce the admission to part- 
nership in their Montreal office of E. S. 
MacTier, C.A. and W. Chippindale, C.A. 

Leo E. Boissonnault, C.A. has been ap- 
pointed vice-president, finance, of The 
Shawinigan Water and Power Co., Mont- 
real, 

F. S. Capon, C.A. has been appeinted a 
director of DuPont Co. of Canada Ltd., 
Montreal. 
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ONTARIO INSTITUTE 


Annual Conference June 16-18: Members 
are encouraged to live in for the two-day 
annual conference at the University of 
Toronto. On Tuesday morning there will 
be six concurrent sessions offering discus- 
sions of interest to all members. They in- 
clude municipal, mining and oil accounting, 
estate planning, internal control, machine 
accounting systems and costing proced- 
ures for small companies. Facilities at the 
university will accommodate 300 members 
comfortably. 


Library Grant: The Chartered Accountants 
Club of Kingston has approved a grant of 
$125 to supply a special shelf in the King- 
ston public library with accounting and 
auditing books. A small notice on the shelf 
will acknowledge the club as the donor of 
the books. 


Chartered Accountants University Entrance 
Scholarships: The Council has approved 
the granting of two $1,000 scholarships for 
the 1958 Grade XIII examinations in addi- 
tion to the two for 1957. This will enable 
the Ontario universities to list the scholar- 
ships in their calendars. By mid-May ten 
applications had been received and the 
closing date for applications has been ex- 
tended to June 21. 


Chartered Accountants Course of Instruc- 
tion: On the recommendation of the Board 
of Instruction the Council is offering library 
copies of the C.A. course to each of the 
universities in Ontario. This important 
step is tangible evidence of the desire of 
the Institute to further accounting educa- 
tion. 


Chartered Accountants University Research 
Trust Fund: Contributions totalling $2,086 
had been received by May 10. The heads 
of the departments of business administra- 
tion and all the accounting teachers in On- 
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tario universities have been informed about 
the fund and have been invited to make ap- 
plication or encourage their staff to do 
so. The trustees hope that some grants 
may be made for research projects under- 
taken this summer. 


Affiliation: The following applicants were 
admitted to membership by affiliation as of 
May 1, 1957: R. Adams (Scot. ’26); J. 
G. M. Brown (Scot. 55); N. G. Hawthorne 
(Eng. 49); J. R. Hearn (Inc. ’52); G. C. 
McKenzie (Que. 55); D. McNab (Scot. 
54). 


Pensions for Self-Employed: The Insurance 
and Pensions Committee has been asked 
by the Council to consider the merits of 
a group pension plan. The committee com- 
posed of M. A. Bradshaw, chairman, G. A. 
Adamson, H. E. Crate, A. T. Holland and 
W. R. Kay have held a preliminary meet- 
ing and have decided to await publication 
of the government regulations before mak- 
ing any recommendation. 


Accelerated Course: Plans have now been 
completed for the accelerated course for 
university graduates. Commencing in the 
fall, all university graduates will study a 
course of 32 lessons covering first and 
second year work. This should enable 
those who have not previously studied ac- 
counting to make better progress in their 
studies. Honour course graduates who are 
accelerating the later years of the course 
will also study the 32 lessons in each year. 
The first course for these students will in- 
clude third year and part of the fourth year 
lessons. The final course will include the 
rest of the fourth and the fifth year lessons. 
As only those honour course graduates who 
are successful in their first attempts at the 
primary and intermediate examinations are 
eligible to accelerate their work, they will 
be a select group who should not find the 
additional lessons too much to undertake. 
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INSTITUTE NOTES 


Registration Date: Wednesday, October 23, 
1957 has been approved as the final date 
for registration in order to be eligible to 
enrol in the 1957-58 course of instruction. 


Seventh Congress of Accountants: J. G. 
Brown, K. L. Carter and W. L. McDonald 
have been appointed Ontario delegates to 
the Seventh Congress of Accountants in 
Amsterdam next September. Of the 27 
Canadians planning to attend the congress, 
10 are Ontario members. 


QUEBEC INSTITUTE 


Panel Discussion: A forum was held in the 
Institute’s assembly hall on May 9, 1957, to 
discuss “Current Trends in Reporting to 
Shareholders and the Public by Canadian 
Companies”. The panel was composed of 
Paul S. Deacon, investment editor of The 
Financial Post, Toronto, J. W. Tait, C.A., 
vice-president and treasurer, Ogilvie Flour 
Mills Limited and F. L. Glasgow, vice- 
president, Royal Securities Corporation 
Limited. The chairman was G. P. Keeping, 
C.A., first vice-president of the Quebec In- 
stitute. The two-hour discussion was a 
lively one and was actively participated in 
by the audience. 


Provincial Conference: The Quebec Insti- 
tute provincial conference will be held on 
June 12, 1957 at the University of Mont- 
real, 2900 Mount Royal Boulevard, Mont- 
real. Details of the interesting and varied 
program have already been published. 

Members who have not already registered 
should do so now at the Institute’s office. 
The registration fee of $3.00 includes a 
luncheon at the university. Registrations 
will also be accepted at the university, on 
June 12, commencing at 8.30 a.m. 


QUEBEC STUDENTS’ SOCIETY 


Softball League: The society has again or- 
ganized a softball league this year. Teams 
have been entered from ten firms and the 
schedule runs from May 7 to June 30. 
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Golf Field Day: The annual golf field day 
of the society will be held on June 20, 
1957, at the La Salle Golf and Country 
Club, 8035 La Salle Boulevard, Ville La 
Salle, Quebec. The course has been re- 
served for the day and lunch will be served. 
Those wishing to play are urged to return 
their reservation form by June 13. 


Annual Meeting: The annual meeting of 
the society will be held in the Institute 
Assembly Hall on June 19, 1957. A large 
attendance is hoped for in order that mem- 
bers of the society may take an active part 
in arranging the program for next year. 


C.A. CLUB OF OTTAWA 


At the club’s luncheon meeting on April 
18, a film “Accountancy — The Language 
of Business” was shown to an interested 
audience. W. J. McDougall, C.A., Profes- 
sor of Accountancy, Carleton University, 
introduced the film and stressed the re- 
sponsibility of all chartered accountants to 
assist in obtaining new recruits of the high- 
est possible calibre. 


HAMILTON & DISTRICT C.A. 
ASSOCIATION 


On Thursday, April 11, Dr. George P. 
Gilmour, president of McMaster University, 
spoke on the university’s role in the com- 
munity at the seventh annual joint meet- 
ing of the Hamilton and District Chartered 
Accountants Association and the Hamilton 
Control, Controllers Institute of America. 


CALGARY C.A. CLUB 


Over 60 members of the Calgary C.A. 
Club had as their guests 40 members of the 
Calgary Bar Association at the April meet- 
ing the club. Guest speaker for the occa- 
sion was William M. Mercer, pension con- 
sultant, who spoke on the significance of 
the new tax regulations concerning pay- 
ments to pension plans by the self-em- 
ployed. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities received up to and including the 13th of the 
month will appear in the following issue of the journal. 





PUBLICATIONS of 


The Canadian Institute of 


Chartered Accountants 


Books and Brochures 


Auditing Procedures, by Dell and Wilson 

Stockbrokers’ Accounts 

Chartered Accountant Examinations in Canada 

1956-57 Members Directory (Members) $3.00; (others) 
Accounting Terminology (Members) $2.00; (others) 
Grain Accounting in Canada 1.25; orders of 25 or more 


Examination Papers 
1949, 1950, 1951, 1952, 1953, 1954, 1955, 1956 
Intermediate and Final 50 each 


Examination Solutions 
1949, 1953, 1954, 1955 (solutions only) .50 each 


Accounting and Auditing Research Bulletins 
(available in English and French) 
No. 1 A Statement of Standards of Disclosure in Annual Financial 
Statements of Manufacturing and Mercantile Companies .._ .15 
No. 2 A Statement of the Minimum Standards of Professional Prac- 
tice which Should Apply in respect of Prospectuses AS 
No. Superseded by Bulletin No. 12 
No. Accounting for Bad Debt Losses 5 
No. The Meaning of the Term “Cost” as Applied to Inventory 
Valuation 15 
No. The Auditor’s Report 15 
No. The Auditor’s Responsibility for the Validity of the Inven- 
tory Figure 
No. “Deferred” Depreciation 
No. The Use of the Term “Reserve” and Accounting for Reserves 
No. Depreciation, Capital Cost Allowances and Income Taxes .. 
No. Surplus 
No. Loss-Carry-Over Tax Credits 
No. Statements without Audit 
Binding Folder for Research Bulletins 


The Canadian Institute of Chartered Accountants 
69 Bloor Street East Toronto 5, Ontario 
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CLASSIFIED ADVERTISEMENTS 


Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate, $17.00 per column inch. 
All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Catario. 


EXCEPTIONAL OPPORTUNITY 


Executive Cost Accountant: Successful and 
growing manufacturing company in Eastern 
Canadian city requires man of proven abil- 
ity to develop (in collaboration with ex- 
ternal auditors) and to direct operation of 
modern cost system and to provide con- 
tinuous cost interpretations and product 
cost estimates to management. Operation 
involves both process and job cost problems 
offering challenge to ingenuity, business 
judgment and tact. 

Ideal applicant would have sound gen- 
eral accounting as well as cost background 
and be capable of giving general supervi- 
sion to the company’s office organization 
and financial accounting methods. An 
accounting degree is desirable but not es- 
sential. This will be a key position in a 
solid and expanding business managed by 
young and aggressive owners. Salary open. 
Company prefers to pay top level salary to 
man who can earn it. 

This advertisement is inserted by a firm 
of Chartered Accountants on behalf of a 
client. Applications will be treated in strict 
confidence and all will be acknowledged. 
Box 660. 


CHARTERED ACCOUNTANT required as 
administrator of newly formed association 
in Montreal. This is a permanent position 
with outstanding opportunities. Apply in 
confidence to Box 661 giving full particu- 
lars of experience etc. 





CHARTERED ACCOUNTANT to take 
complete charge of medium-sized real es- 
tate, mortgage and insurance office. Pleas- 
ant surroundings, good conditions. Reply 
stating age, qualifications and salary ex- 
pectations. Box 671. 


Closing date is 14th of preceding month 
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CHARTERED ACCOUNTANT requires a 
recent graduate who is interested in public 
practice as a career. If satisfactory, there 
are possibilities of admission to the firm 
after a period of time. Experience with a 
medium-sized firm helpful. Give full par- 
ticulars in reply. Box 662. 





CHARTERED ACCOUNTANT required 
by sole practitioner in city within 100 miles 
of Toronto. Rapidly expanding practice 
presents opportunity to someone interested 
in partnership. No articled students pres- 
ently employed. Box 663. 





TORONTO FIRM of chartered accountants 
has opportunity for young chartered ac- 
countant to purchase interest in partner- 
ship. Box 665. 





CHARTERED ACCOUNTANTS: Branch 
located at townsite of Steep Rock Iron 
Mines, Limited requires students presently 
in first or second year who desire varied 
experience and opportunity to share in 
growth of progressive mining community. 
Salary $150 to $200. Box 666. 





STUDENTS: Third and fourth year stu- 
dents required to fill responsible positions 
with a Toronto firm of chartered account- 
ants. EM 6-1196 or Room 902 Victory 
Building. 


POSITION WANTED: C.A., age 34, 
B.Com. (U.B.C.), now in Toronto, seeks 
employment in Vancouver. Available Oc- 
tober. Box 667. 


RECENT GRADUATE, holding B.Com. 
degree, desires position in industry or a 
position with practising firm offering pros- 
pects of partnership. Box 670. 














ACCOUNTING PRACTICE WANTED: 
Toronto practising chartered accountant de- 
sires to expand either by purchase or suc- 
cession arrangement. Box 669. 


B.C. PRACTICE WANTED: Progressive 
young Vancouver C.A. with established 
practice and staff wishes to expand present 
operation by means of outright purchase or 
agreement of succession. Box 664. 


OPPORTUNITY IN PUBLIC ACCOUNT- 
ING: Are you interested in establishing 
your own practice in a smaller centre in 
Ontario? There is a very good opportunity 
available for a chartered accountant with 
the right qualifications to associate with 
other practitioners. Box 668. 


“ACCOUNTING TERMINOLOGY” 


A dictionary of accounting terms, which represents the results 
of extended — sponsored by the Committee on Accounting and 


Auditing Researc 
ants. 


of the Canadian Institute of Chartered Account- 


This is a book of words and phrases of importance in financial 
statements and in other aspects of accounting. By careful selection 
the volume has been kept to convenient size. 


A copy of “Accounting Terminology" should be on the desk of 
every accountant and financial executive. It will also be invaluable 
to lawyers, analysts, investors, instructors and students. 


Special Price to Members $2.00 
Regular Price $2.50 


Order now by filling out convenient coupon below. 


The Canadian Institute of Chartered Accountants 


69 Bloor Street East 
Toronto 5, Ontario 


Please send me 


for which | enclose $ 


copies of “Accounting Terminology" at 
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BARRISTERS AND SOLICITORS 


MACLEOD, McDERMID, DIXON, BURNS, McCOLOUGH, 
LOVE & LEITCH 


Barristers and Solicitors 


6th Floor, Hollinsworth Building - - ~- Calgary, Alta. 


PITBLADO, HOSKIN, BENNEST, DRUMMOND-HAY, PITBLADO, 
McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 


Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 


Roy Building ee ray Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 


Barristers and Solicitors 


25 King Street West - - - - - Toronto 1, Ont. 


ALAN DIGNAN, Q.C. 
Barrister and Solicitor 


Bloor Street & St. Clarens Avenue - - Toronto 4, Ont. 
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McCARTHY & McCARTHY 


Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 


OSLER, HOSKIN & HARCOURT 


Barristers and Solicitors 


The Dominion Bank Building, 68 Yonge Street - Toronto 1, Ont. 


WRIGHT & McTAGGART 
Barristers and Solicitors 


67 Yonge Street - - - - - - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 


Barristers and Solicitors 


Kent Building, 10 St. James Street West - Montreal 1, Que. 


COMMON, HOWARD, CATE, OGILVY, BISHOP & COPE 


Barristers and Solicitors 


Royal Bank Building - - -  - + Montreal 1, Que. 





DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 


Bank of Canada Building - -  - Montreal 1, Que. 


LEMAY & ROSS 


Barristers and Solicitors 


I32 St. James Street West - - - - Montreal 1, Que. 
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PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - -  -  -  - Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 


Barristers and Solicitors 


100 Place dYouville, Suite 200 - . Quebec, P.Q. 


MacPHERSON, LESLIE & TYERMAN 


Barristers and Solicitors 


1855 Rose Street - - - - - - Regina, Sask. 


Examination Examination Papers 
1949, 1950, 1951, 1952, 
1958, 1954, 1955, 1956, 


Intermediate and 


Papers 


and 


Examination Solutions 


° 1949, 1953, 
Solutions 1954, 1955... 50 each 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East, Toronto 5, Ontario 








LIFE INSURANCE 








JAMES CROSSLAND, C.L.U. 


Estate Analysis, Business and Personal Life Insurance 


MUTUAL LIFE ASSURANCE CO. OF CANADA, 50 KING ST. W., TORONTO 


HOWARD J. CROFTS, C.L.U. 


Business Insurance and Estate Planning 


THE LONDON LIFE INSURANCE COMPANY, 25 KING ST. W., TORONTO 


ANDREW J. ELDER, C.L.U. 
THE LONDON LIFE INSURANCE COMPANY 


25 King St. West Toronto, Ont. 


MERTON DURANT — ROSS DURANT 


We offer service based on many years of successful experience. 
Pension Plans, Estates Analysis, Employee Benefit Plans 


THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 


JAMES B. RUSSEL, B.A., B.Com., C.L.U. 
Estate Planning 


SUN LIFE OF CANADA, 60 VICTORIA ST., TORONTO 





SOL EISEN 


PERSONAL PENSION PLANS (TAX EXEMPT) 
DEFERRED EXECUTIVE COMPENSATION PLANS BUSINESS INSURANCE 


Since 1936 specializing in employer-employee benefit and pension plans. 
THE CANADA LIFE INSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 
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Why is ADDO-X famous the world over? 
Because of the lightning, finger-tip opera- 
tion? Because of the smooth, noiseless 
action? Because of the modern, functional 
design? These are some of the reasons. Let 
your operators discover the many other 
exciting, new features. For a free demonstra- 
tion in your own office, on your own work, 
contact the dealer nearest you. 


National Distributor: 
M.P.Hofstetter 
LIMITED 
265 DAVENPORT RD., TORONTO 


World Famous 
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* Integrated Data Processing is a modern automation method of 
mechanizing paperwork. By a single typing, paperwork can be inte- 
grated between locations through teletype. Thus, with IDP you 
can distribute data across the city or across the country through 
one simple operation and without “paperwork lag”’. 

Moreover, this time-saving method is based on today’s modern 
“mechanical languages”, so the punch tape shown here can ac- 
tuate many different types of business machines, increasing still 
further the usefulness of IDP. 

Consult Bell Telephone communications specialists on IDP and 
how data processing can be integrated between offices, factories 
and warehouses. With maintenance service as close as your local 
telephone office, Bell Teletype equipment is your dependable com- 
munications component of [DP systems. 


For the booklet ‘‘Bell Teletype’s Place In Your 
IDP Program’’, write or phone (collect) to: 


MONTREAL —G. R. Zwinge, Sales Manager, 2035 
Guy St. — Tel: UN. 6-391] 


TORONTO — J. A. Capell, Sales Manager, 393 Uni- 
versity Ave. — Tel: EM. 8-3911 








